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Pursuant to leave granted by the House on 
Friday, June 19, 1970 and pursuant to its 
Order of Reference of Monday, November 3, 
1969, your Committee has heard evidence on 
and has considered Canada’s policy with ref- 
erence to the subject of Canada-U.S. Rela- 
tions, and has agreed to the following as its 
Eleventh Report. 


The following is a list of the headings which 
comprise the contents of this report: 
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Your Committee held 30 meetings dealing 
with Canada-U.S. relations, from November 
6, 1969 to July 27, 1970, and heard the Hon- 
ourable Mitchell Sharp, Secretary of State 
for External Affairs and the following wit- 
nesses (listed in order of appearance before 
the Committee): 

Mr. John Holmes, Director General, 
Canadian Institute of International 
Affairs. 

Dr. John Deutsch, Principal and Vice- 
Chancellor, Queen’s University, King- 
ston. 

Mr. J. C. Langley, Assistant Under-Sec- 
retary of State for External Affairs, 
Department of External Affairs. 

Mr. K. J. Burbridge, Head, U.S.A. Divi- 
sion, Department of External Affairs. 

Mr. George Ferguson, Editor Emeritus, 
The Montreal Star. 

Mr. Claude Ryan, Publisher-Editor, Le 
Devoir, Montreal. 

Professor Louis Sabourin, Director of the 
Institute of International Co-operation, 
University of Ottawa. 

Mr. Claude Julien, Director of the Foreign 
News Section, Le Monde, Paris. 

Mr. George Ball, Member of a New York 
City law firm and former U.S. Under- 
secretary of State. 

Professor Abraham Rotstein, Department 
of Political Economy, University of 
Toronto. 

Professor A. E. Safarian, Professor of 
Economy, University of Toronto. 

Mr. Robert M. Fowler, President, Cana- 
dian Pulp and Paper’ Association, 
Montreal. 

Mr. Merrill Menzies, Economic Consul- 
tant, Winnipeg. 

Mr. Claude Lemelin, Journalist and Eco- 
nomist, Montreal. 

Professor John Crispo, Director of the 
Centre for Industrial Relations, Univer- 
sity of Toronto. 


Mr. W. Earle McLaughlin, Chairman and 
President, Royal Bank of Canada, Mont- 
real. 

The Right Honourable Lester B. Pearson. 

Professor Dale C. Thomson, Director, 
Center of Canadian Studies, School of 
Advanced International Studies, The 
Johns Hopkins University, Washington, 
Dic: 

Mr. A. E. Ritchie, Under-Secretary of 
State for External Affairs. 


The following documents were printed as 
Appendices to the Minutes of Proceedings and 
Evidence: 


Reference Description 


A Document entitled “Canadian Govern- 
mental Instruments For Conducting Rela- 
tions With The United States’’. 

B Advance Statement to the Committee, by 
Professor Abraham Rotstein. 

C Professor A. E. Safarian’s advance pre- 
sentation and a Table of Non-Resident 
Ownership and Control. 

K Address by the Right Honourable Lester 
B. Pearson to the Canadian Club of Cal- 
gary on March 17, 1970. 

L Document entitled “The Formulation of 
United States’ Policy Towards Canada’’, 
by Professor Dale C. Thomson. 

M Document entitled ‘Look Homeward, An- 
gel, Some Thoughts On The Current 
Mood In The United States’, by Professor 
Ramsay Cook. 


The following documents were filed as 
Exhibits: 


Reference Description 
1 Report of the Task Force on the Struc- 
ture of Canadian Industry entitled: 
“Foreign Ownership and the Structure of 
Canadian Industry”. 


3 Publications of the Canadian-American 


Committee entitled: 
Policies and Practices of United States 
Subsidiaries in Canada, 
Law and United States Business in 
Canada, 
A Canada-U.S. Free Trade Arrange- 
ment—Survey of Possible Character- 
istics, 
A Possible Plan for a Canada-U.S. Free 
Trade Area, 
U.S.-Canadian Free Trade; The Poten- 
tial Impact on the Canadian Economy, 
The Role of International Unionism in 
Canada, 
The Performance of Foreign-Owned 
Firms in Canada, 


Publication of the Canadian Trade Com- 
mittee entitled: 


Canada’s Balance of International Pay- 
ments, When Is a Deficit a Problem? 
Private Planning Association of Canada: 

A Press Release, dated December 4, 
1964, entitled: ‘Canada’s Balance of 
International Payments—When is a 
Deficit a Problem?” 
B Press Release, dated November 3, 
1969, entitled: “The Performance of 
Foreign-Owned Firms in Canada’’. 
Looking Ahead, Monthly Report of Na- 
tional Planning Association, September 
1966, article entitled ‘Free Trade by 
Sectors”’. 
A book entitled: “The American Chal- 
lenge” by J-J Servan Schreiber. 
A document entitled: “Laws And Regula- 
tions Preventing Undue United States 
Influence On Canadian Financial Institu- 
tions, Transportation, Communications 
And Energy Industries”, prepared by the 
Research Branch of the Library of Par- 
liament. 
Memorandum entitled: “Canadian-Amer- 
ican Relations Possibilities for the Future” 
by Maxwell Cohen, Macdonald Professor 
of Law, McGill University. 


Digitized by the Internet Archive 
in 2023 with funding trom 
University of Toronto 


https://archive.org/details/31/61119724748 


PART I—BASIC ISSUES 


1.01 Introduction Within the terms of its 
broad mandate “to hear evidence and to con- 
sider Canada’s policy with references to de- 
fence and external affairs’, the Committee 
decided to devote its principal effort during 
the second session of the 28th Parliament to 
a basic examination of Canadian relations 
with the United States. While the Committee 
recognized the difficulties involved in a re- 
view of this magnitude, it believed such a 
review was essential because of the basic 
importance of our relations with the United 
States in any consideration of our foreign 
policy. 

The vital role of our relations with the 
United States had been emphasized by many 
witnesses who appeared before the Committee 
in the course of its earlier reviews of our 
defence policy relating to our Nato and 
Norad alliances; and the Committee was also 
aware of growing concern among many Cana- 
dians with respect to the degree of Canada’s 
dependency upon the United States. 

A final reason for making the review was 
effectively expressed in the paper presented 
informally to members of the Committee by 
Professor Ramsay Cook. Referring to recent 
public concern with respect to Canadian 
foreign policy, he said: 

“Tt is also important for the Canadian 
Government... to let the public in on 
much more of its thinking about foreign 
policy... Since Canadian-American rela- 
tions are the most sensitive area of 
Canadian diplomacy, it is extremely im- 
portant that the public... should be 
taken more fully into the policy-making 
process’’. 


The Committee hopes this Report will con- 
tribute to such a development. 

1.02 Scope of the Report The extent of the 
subject of Canadian-American relations and 
the limits on the Committee’s time made it 
necessary to accept severe limitations on the 
range of study. Extensive evidence with re- 
gard to military relations between the two 
countries had already been received by the 
Committee in the course of its earlier Nato 
and Norad reviews. The Committee therefore 
decided, on the one hand, to undertake a 
general review to assess the attitude of Cana- 
dians to relations with the United States and 
to their own country and its independence, 
and on the other, to identify and explore 
certain key areas of the relationship where 


dangers may exist, including the important 
cultural and economic areas. In each instance 
the Committee has attempted to reach some 
general conclusions about the implications 
of these close connections for Canada’s future 
development and its relations with the United 
States and for the conduct of relations be- 
tween the two countries. 


In addition to the helpful evidence which 
the Committee received from the numerous 
witnesses who appeared before it, it has also 
relied to a large extent upon the large body 
of literature on this subject, including in 
particular the Report of the Task Force on 
Foreign Ownership and the Structure of 
Canadian Industry (the Watkins Report), a 
number of studies undertaken by the Cana- 
dian-American Committee, the Merchant— 
Heeney Report made in 1965 to the Joint 
Ministerial Committee on Trade and Economic 
Affairs and a number of regular Government 
reports including those published under the 
Corporations and Labour Unions Returns Act 
and by the Department of Industry, Trade 
and Commerce. 


The report is divided into the following 
Parts: 


Part I—Basic Issues including a general 
review of Canada’s position vis-a-vis the 
United States—Pp. 7 to 13. 


Part II—General review of Canada’s eco- 
nomic dependency on the United States— 
Ppund4 Hon20k 


Part III—Review of specific problems re- 
sulting from American control of impor- 
tant Canadian industries—Pp. 21 to 53. 


Part IV—Review of problems resulting 
from the influence of American-based 
(“International’’) trade unions—Pp. 54 to 
61. 

Part V—Review of certain limited aspects 
of the cultural relationship including 
communications—Pp. 62 to 64. 


Part VI—Review of Institutional Arrange- 
ments—Pp. 65 and 66. 

Part VII—Summary of conclusions 
recommendations—Pp. 67 to 75. 


and 


In addition to the complete summary of 
conclusions and recommendations in Part VII, 
there is a summary at the end of each Part 
containing the conclusions and recommenda- 
tions reached in that Part. 

1.03 Degree of Interdependency. As was 
pointed out clearly in the Merchant-Heeney 
Report, the relationship between Canada and 


the United States is probably closer than be- 
tween any other two independent countries in 
the world and the impact of the relationship, 
though unequal in its incidence on the two 
sides of the boundary, extends into virtually 
every aspect of the national life of each. The 
volume and variety of mutual involvement 
are without parallel. There is the vast network 
of personal and family connections. Each year, 
millions of Americans and Canadians head 
north or south for work or play with little 
formality or inconvenience. There is a myriad 
of other close links between Canada and the 
United States. In religion, in the professions, 
in business, in labour, in education and in the 
arts, the pattern of organization and exchange 
straddles the boundary. 

The trade crossing the Canadian-United 
States borders is the largest between any two 
countries in the world. Access to the United 
States capital market has been of vital im- 
portance to the Canadian economy and 
private United States investment continues 
to play a significant role in the rate of Cana- 
dian growth. 

The interdependency of the two economies 
was clearly explained by Dr. John Deutsch in 
evidence given to the Committee. 

“At the present time, there are what 
you might call four great industrial re- 
gions in the world in the more advanced 
nations. There is Western Europe, there 
is Russia and Eastern Europe, there is 
North America and there is Japan...It 
has been a feature of the post-war world 
that the economic integration of countries 
in these regions has been increasing since 
the end of the Second World War. This 
is a general phenomenon and part of the 
developments of our times... 


The result has been, as far as North 
America is concerned, that the degree of 
integration has probably gone further 
here than it has anywhere else. Certainly 
there are no two countries in the world 
in which economic relations are more 
massive and more all embracing than 
they are between Canada and the United 
States. Each country is the other’s chief 
customer by far. 


Also, there are more _ inter-relations 
financially between these two countries 
than anywhere else. In fact, in Canada 
and the United States, there is one finan- 
cial market. The financial market is highly 
unified between these two _ countries. 
Also, there is a larger volume of invest- 
ment in both directions between these 
two countries, having regard to relative 


size, than there is between any other two 
countries in the world by a large margin. 


Also, with regard to institutional ar- 
rangements in the business world and in 
many other social institutions, including 
trade unions, the degree of integration 
here is unmatched anywhere... 

Of course, this degree of integration 
that has been going on and a particularly 
pervasive character between Canada and 
the United States has raised questions in 
the minds of people for a long time about 
the implications of this for our indepen- 
dence and our ability to make inde- 
pendent decisions not only in economic 
matters but in political and other mat- 
terse ee 

In our case, this is particularly signifi- 
cant because we, in Canada, are involved 
in something of a paradox, as we always 
have been, because Canada as a nation 
has developed to a very high degree as 
a result of a reaction to the United States, 
in many ways. It was the desire of the 
people north of this border, in colonial 
days and later, to develop a nation inde- 
pendent of the United States. The forces 
which have made possible achieving 
political independence and developing 
the political structure of the nation to a 
very high degree have resulted from 
reaction to the United States, in many 
ways. I do not think any forces have been 
stronger than this desire to develop apart 
from the United States. The threats oc- 
curring from time to time which suggested 
that this might not be possible or might 
be difficult have been the very forces 
which have made possible the political 
arrangements which led to the business 
of nation-building in Canada. 

On the other hand, however, we are 
involved in this enormous economic in- 
tegration with that nation and so we are 
affected by most powerful forces. And 
so we live in this paradox as part of our 
history and our existence. 

The problem of development has been 
easy in the United States and, as I say, 
this led to a very substantial difference 
in the rate of development and growth, 
and the rate of developing a modern 
industrial nation. This, of course, gave 
them a head start, upon which we drew 
in dealing with our own problems north 
of the border. Of course, this was a 
logical and obvious thing to do. We had 
a large empty land until very recently, 
and it is still very largely empty by any 
standards of comparison. We have one 
of the huge land masses of the world, 
perhaps the second largest, the third 


largest certainly, and we have one of the 
smallest populations of the larger nations. 
As I say we have a huge empty land, 
empty both with regard to people, to 
capital and to skills, and we in this 
country, which stretches parallel with the 
other one across this continent, are at- 
tempting to develop it as a transcontinen- 
tal nation, trying to cope with massive, 
difficult, physical, geographical and mar- 
ket problems which in many ways are 
far greater than those encountered south 
of the line. 


It was logical, almost inevitable in 
many ways, that we would draw on the 
experience, the knowledge and the ac- 
complishments of the society to the 
south which had a head start in practi- 
cally all the things that we were trying 
to solve. So that in trying to fill this 
empty land we called upon their capital, 
their people and their skills to a very 
large extent to do this. These forces, of 
course, are operating still; in fact they 
have operated with greater intensity in 
recent times than they have in the past. 
For instance, just to remind you, in cop- 
ing with the communication and trans- 
portation problems of this vast continent 
likely the same techniques were used, 
which had been developed in the United 
States earlier. I am thinking of the rail- 
road in particular. 

When we came to the settlement of 
the vast empty spaces of the west, the 
techniques of settlement which had been 
developed in the United States were 
copied almost exactly in the Canadian 
case a good many years later. The tech- 
niques used for developing the vast and 
greatly specialized industries which were 
built up by this settlement—the great 
agricultural industries, mining and so on 
—were copied exactly from what had 
been done earlier south of the border; 
these are merely by way of example. 

Then, more recently, in respect of our 
geographical developments which have 
gone on on the frontiers of the country— 
pulp and paper, mining, iron ore, oil 
and gas, and potash—again we have 
been involved in carrying out very large 
undertakings requiring in most cases 
vast amounts of capital, high technical 
skills and, at the same time, large mar- 
kets if they were going to be successful 
ventures. Not small markets but very 
large ones were needed. I need only 
mention what is required for our pulp 
and paper industry, for potash, for iron 
ore. All these things could not be carried 
out unless large markets could be ob- 
tained. 


It so happened that the requirements of 
the United States itself, after the Second 
World War in particular, opened up 
large markets for many of these items 
and made possible the development of 
these huge industries on our geographical 
frontiers. Naturally there were strong 
forces operating to combine the pro- 
vision of markets, the financing, the 
management, the application of tech- 
nology, all of which were available of 
course on an advanced scale to the south. 
Of course, this has led to a very large 
amount of American participation in 
these enterprises... 


More recently, particularly since the 
Second World War, we have been in- 
volved in another influence coming very 
strongly from the south, the technical 
and scientific pre-eminence of that great 
industrial state. The feature of the de- 
velopments since the war in the United 
States is a technological and scientific 
explosion—which has taken place and 
has been centred more in the United 
States than in other industrial nations in 
the world, and this has been the great 
area from which these things have 
emanated.... 


Of course, we are living so close to, 
having had such intricate and intense 
relations with that nation, it is inevitable 
that the impact of this on us would have 
a very powerful effect on our own indus- 
trial developments... Of course it has 
brought with that investment, manage- 
ment and so on. The dynamics rest on 
more fundamental forces and these are 
related to the mechanisms by which 
capital is invested and by which enter- 
prises are developed and managed. But 
the underlying force is one that is very 
fundamental, namely the leadership which 
is acquired by predominance in the tech- 
nological and scientific areas. These forces 
have been operating very powerfully, I 
think, since the Second World War and 
have not only affected ourselves but they 
have affected other large industrial areas 
in the world particularly Western Europe 
and Japan... 


These tendencies have been present for 
a long time and they have changed in 
their nature. So it is not surprising that 
Canadians have been very substantially 
involved in finding a way of living with 
this, while at the same time achieving 
the objects and purposes of an _ inde- 
pendent, self-regarding nation. We have 
been wrestling with this, not only now, 
but since the beginning of Confederation 
itself, or very close to it”. 


1.04 Pull Exerted by the United States The 
close relationship between the two countries 
has led many people to assume that the ab- 
sorption of Canada by the United States was 
inevitable and unavoidable. 


Goldwin Smith speaking in 1866 affirmed: 
“Grow the American federation must... 
But the growth will be that of peaceful 
expansion and attraction, not of forcible 
annexation... The British North Ameri- 
can colonies will in time, and probably at 
no very distant time, unite themselves 
politically to the group of States, of 
which they are already by race, position, 
commercial ties and the characteristics of 
their institutions, a part’. 


It is not surprising that many should reach 
this conclusion. A succession of witnesses 
have reminded the Committee of the enor- 
mous pull exerted by the United States upon 
Canada. First in importance they have always 
placed the economic and demographic factors. 
Climate and topography have caused Cana- 
dians to settle a narrow band of territory 
lying immediately north of the American 
border. In spite of the development of north- 
ern mining communities and the new com- 
mitment to the Arctic, 90% of Canadians live 
as they have always lived less than 200 miles 
from the border. The country being large, the 
population small, and the land and climate 
being often harsh, Canada has been and 
remains a costly country to develop, often 
requiring very large scale operations for effi- 
cient exploitation of our resources. The 
Canadian domestic market has always been 
small and relatively dispersed, so that it pro- 
vides a poor base for industrial development. 
With high overhead and small seale produc- 
tion, the result has been less efficient pro- 
duction than in the United States, which is 
reflected in the Canadian standard of living 
which has been consistently 20% to 30% lower 
than that of the United States. 


The economic attraction of the United 
States for Canada has been a persistent fact 
of life for Canadians. The cultural pull is a 
more recent phenomenon, dating particularly 
from the era of mass communications. In the 
19th century, American periodicals circulated 
freely in Canada as they still do, but they 
were read by a minority who were in the 
main committed to the Canadian political 
experiment. But radio and television have 
immeasurably increased the American impact 
on Canada, to the point where it has become 


a matter of national concern. While French 
speaking Canadians have some built-in lin- 
guistic protection, a surprising proportion of 
the production of United States television is 
available in translation at rates which are 
still attractively cheap. The Committee has 
in Part V directed some attention to this 
problem. 

Despite the many similarities and the close 
relations between the two countries, there are 
a number of vital differences which have set 
Canada apart from the United States and con- 
tributed to the maintenance of its political 
independence. Many witnesses have drawn 
the attention of the Committee to these con- 
trasts and since they are well known it is 
sufficient merely to refer to them briefly. M. 
Claude Ryan emphasized certain of these dif- 
ferences; 


“Canada has been traditionally differ- 
entiated from the United States by traits 
which have enabled it to subsist during 
two centuries on her own. These traits 
have been, among many others, a differ- 
ent approach to the development of poli- 
tical, social and cultural institutions. 


The U.S. decided at the outset to make 
a clean sweep of British political insti- 
tutions and of the original culture of the 
people who came to settle in the neigh- 
bouring republic. They chose a philosophy 
and institutions of a republican type and, 
secondly, a certain cultural and linguistic 
_monolithism, with the English language 
being chosen as the common instrument 
of communication, while the environment 
was very open to the assimilation of 
foreigners. 


In Canada we have opted for a way of 
building up basic institutions which 
would be more in keeping with the his- 
toric traditions of each of the two found- 
ing nations. The English-speaking Cana- 
dians wanted to remain attached to their 
British political traditions, and the 
French Canadians wanted to keep their 
French traditions. From this duality there 
arose political and judicial institutions 
which are clearly distinguished from 
those in the U.S.A., and cultural institu- 
tions which are fairly different, especially 
inasmuch as they were set up with the 
assistance of the public authorities. And 
finally, there arose forms of state inter- 
vention in the economic and cultural life 
which were often very different from 
those in the U.S.A. 
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The construction of the railroads, the 
national airline, the national broadcasting 
system and many other bodies of this 
kind illustrate that in the field of social 
and economic development, Canada has 
very often followed a pattern which is 
different:.from ‘that of the U.S., and ‘a 
pattern which implies in many cases, a 
stronger intervention by the state.” 


1.05 Maintenance of Canada’s Political Inde- 
pendence Evidence presented to the Com- 
mittee confirms its view that despite the pres- 
ence of a much larger and materially richer 
society to the South the great majority of 
Canadians continue to support independence 
for Canada. 


The Committee believes that the United 
States has no interest in the political absorp- 
tion of Canada. The Committee considers that 
any American desire to annex Canada belongs 
to history. Indeed, it is in the United States 
interests that Canada be independent, united 
and economically strong. However, the Com- 
mittee is concerned that the extent of mili- 
tary, economic and cultural dependency upon 
the United States may in time, become so 
great that Canada may be unable to make 
the kind of independent decisions character- 
istic of autonomous nations. 


1.06 Canada No Satellite In the course of 
the evidence received by the Committee in 
this review and its earlier reviews of the 
Nato and Norad alliances, there was a great 
deal of disagreement among the witnesses as 
to the amount of independence which Canada 
exercises in making decisions in areas of 
importance to the United States. For exam- 
ple, in his evidence before the Committee, 
Mr. George Ferguson expressed doubt as to 
the degree of independent action which 
Canada could take: 


“There was, when I joined Dafoe’s 
newspaper in 1925, the greatest possible 
fun in joining in the work of throwing 
off the British colonial yoke. I responded 
to this with enthusiasm. But since we 
began dealing directly ourselves with the 
United States, I have seen no very re- 
markable change. We have gained here, 
and we have gained there, in peripheral 
issues. Successive Secretaries of State for 
External Affairs have thrown their chests 
out with pride. But I observed also that 
when the crunch comes, on key jobs we 
do pretty well what our big neighbour 
wants, but we dress it up with great skill 
as free deals negotiated between equals.” 


On the other hand M. Claude Julien, For- 
eign Editor of Le Monde asserted in his evi- 
dence to the Committee that from the point 
of view of a European, Canada has played an 
independent role: 

“And the first thing that becomes evi- 
dent to everyone is that Canada’s role in 
the world scene...has been very dif- 
ferent from the role played by the U.S.A. 
... this role differs in many ways and 
for many reasons’”’. 


Mr. George Ball spoke of the differences 
between U.S. and Canadian foreign policy: 


“IT know of none of my countrymen 
who would quarrel in the slightest with 
the right of you Canadians to determine 
your own political destiny, to make your 
own mistakes, achieve your own suc- 
cesses, and carve out a position in the 
world that accords with your aspirations 
and the realities of power... 


If all of us south of the border do not 
always agree with our own government’s 
policy, I do not see why we should ex- 
pect you Canadians to do so. Obviously 
you and we do not view all aspects of 
the world condition from the same point 
of vantage. You have your basis for 
judgment and we have ours, and certainly 
no American government should expect 
or even wish Canada to provide a sedu- 
lous echo for American policy. 


You have a view of proper behaviour 
toward mainland China that differs from 
the official policy of the United States. 
Yet many Americans would agree with 
you, rather than with our own Official 
formulation. You have doubts about Viet 
Nam, but then so do many Americans. 
You questioned our use of force in the 
Dominican Republic...” 


M. Claude Ryan, pointing out the strengths 
and weaknesses of Canadian foreign policy 
stated: 


“Often, the Canadian understanding 
of international events has been more 
realistic, in the long term, than has been 
that of the U.S. With regard to the cold 
war, for instance, I think we saw, be- 
fore the U.S.A. that the world was emerg- 
ing from that period and coming into a 
period when we would have to start re- 
establishing contacts. With regard to 
Cuba, I think that Canada, on the whole, 
has had a more understanding attitude, 
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earlier than the U.S.A., and I think this is 
because we are not directly involved. 
This is an interesting asset... 

Time may help us and it is only after 
we have reestablished a certain equili- 
brium in our general economic position 
that we can have a truly adult foreign 
policy that is vigorous, positive and con- 
structive, but if need be, distinct, indeed 
differentiated, from the policy of the 
United States.” 


Witnesses with experience in the United 
States have assured the Committee that from 
the perspective of Washington, Canada is 
considered to follow a very independent for- 
eign policy. Canada has not adopted or fol- 
lowed United States policy in relation to 
Cuba or in relation to Viet Nam and South 
East Asia. More recently, Canada has taken 
independent action in its negotiations to es- 
tablish diplomatic relations with the Peoples 
Republic of China and in reducing and 
changing the nature of its NATO commit- 
ments as well as in other matters. 


In the course of this hearing and its hear- 
ings on NATO and NORAD, the widest pos- 
sible range of options with respect to military 
policies was presented to the Committee, rang- 
ing from more active participation in the 
NATO and NORAD alliances to a position 
of complete neutrality or non-alignment 
where Canada might be, in the words of 
John Holmes: 


“...the neutral area between the super- 
powers on which might be installed the 
devices of inspection or detection pointed 
in both directions on which a strategic 
arms limitation agreement might be 
based”. 


While Canada has elected recently to con- 
tinue in both the NATO and NORAD alliances, 
it has done so voluntarily because it felt this 
to be in its best interests; it has in fact changed 
its military commitments and it has reserved 
the right to keep its options open for the fu- 
ture. 


The Committee is convinced that despite 
the close military, economic and cultural re- 
lations between the countries, Canada is nota 
satellite of the United States and continues to 
have the power to adopt policies which are 
independent of the United States. In the words 
of Mr. Holmes to the Committee: 


“...Wwe can be as independent as we 
dare, but the United States itself is not 
likely to specify the bounds...We can 
be super-circumscribed by our own ti- 


midity, but it is primarily our own cal- 
culation of our various interests, and in 
these calculations the first calculation has 
to be: Are we likely to provoke the ill- 
will of Washington to the extent that it 
will jeopardize our interests? Are we 
likely by recognizing China, to make 
Congress so angry that it will refuse to 
agree to things we want to do in the 
economic sphere?” 


The foregoing remarks emphasize that not 
only must Canada maintain its political in- 
dependence, not only must it maintain its 
right to make its own decisions: it is also 
necessary that it must not let itself drift into 
such a position of dependency in relation to 
the United States that it will be afraid in 
practice to adopt policies displeasing to the 
United States because of the fear of American 
reprisals involving impossible or unacceptable 
costs to Canada. 


1.07 Need for Positive Policies As indicated 
above, the Committee received no evidence 
to shake its conviction that Canadians share 
a strong determination to remain independent. 
Perhaps inevitably, given Canada’s proximity 
and close involvement with the United States 
and possibly an over-reaction to a much 
more powerful neighbour, manifestations of 
this instinct for independence may sometimes 
take an anti-American character. 


The fact that the United States has be- 
come in the last generation one of the two 
superpowers adds a new dimension to Cana- 
dian-American relations. In the past, Canada 
and the United States were both largely un- 
interested in developments beyond the Ameri- 
can continent (although Canadians of British 
origin naturally felt involved in Britain’s 
vital affairs). Now, however, that the United 
States has assumed world-wide responsibili- 
ties on many issues, Canadian and United 
States interests may differ significantly and 
Canadians may disagree violently with United 
States policy. This has had a significant im- 
pact on the way the Canadians regard the 
United States. 


The Committee, while strongly affirming 
the need for effective measures to protect 
Canadian independence, considers it to be 
vitally important that such measures should 
be positive and not anti-American in nature. 
It would be dangerous if Canadian national- 
ism were to express itself merely through 
opposition to United States policies and val- 
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ues rather than through an assertion of Cana- 
dian values. The Committee believes that to 
be strong and independent, Canada must be 
self-reliant politically, culturally, economical- 
ly and psychologically. 

It is with this thought uppermost that the 
Committee has approached, in later Parts of 
this Report, the subject of Canada’s cultural 
and economic relations with the United 
States. If Canadians feel themselves to be 
dependent on Americans, then their response 
in their private activities as well as govern- 
mental action is likely to be defensive and 
cautious, a tendency which will reinforce 
this negative reaction. More seriously, these 
defensive moves may provide only a tem- 
porary palliative to the pressure from the 
United States that they were designed to 
check, and may even in the longer term ag- 
gravate the condition of dependency. 

The Committee therefore attaches the ut- 
most importance to the adoption of dynamic, 
outward-looking policies consciously intended 
to encourage Canadians to act confidently, in- 
dependently, vigorously and with imagination 
in their dealings, private and public with the 
rest of the world. The Committee believes 
that such an approach would in the longer 
run do far more to reduce Canadian military, 
economic and cultural dependency on the 
United States than would the erection of a 
new series of defences intended to exclude 
American activity in Canada. 

Nevertheless the Committee recognizes that 
at the present time a mixed: approach is 
needed. In order to give positive policies 
time to work and also perhaps to reassure 
Canadians that the Government is alive to 
the danger of too great a dependency on the 
United States, the Committee sees a need for 
certain defensive policies in its cultural and 
economic relations with the United States. 
Its recommendations and suggestions, how- 
ever, have been deliberately framed where 
possible in such a way as to stimulate Cana- 
dian self-reliance. 


Placed between the United States and the 
Soviet Union, geographic, military and eco- 
nomic considerations dictate that the basic 
foreign policy principle of an independent 
Canada must be the maintenance of peace 
and the establishment of friendly relations 
with all countries and particularly between 
and with the United States and the Soviet 
Union. Similarly a strong independent Cana- 
dian nation is in the interests of the United 
States, the Soviet Union and other countries. 


In the Parts of this Report which follow, 
the Committee has set out its views on how 
certain issues of great domestic significance 
can ultimately affect, for good or bad, Cana- 
da’s future relations with the United States. 
Recognizing the sensitivity and the concern 
of many Canadians in matters which involve 
Canadian relations with the United States, the 
Committee has felt it important, as a pre- 
liminary to its treatment of the substance of a 
number of major problem areas which it has 
examined, to set out at some length the 
philosophy and the objectives which it thinks 
should guide Canadian policies in these areas. 


1.08 Conclusions and Recommendations (Part 
I) The danger facing Canada is not one of 
political absorption by the United States; 
the danger which Canada must guard against 
is that it will drift into such a position of 
dependency in relation to the United States 
that it will be unable, in practice, to adopt 
policies displeasing to the United States be- 
cause of the fear of American reaction which 
would involve consequences unacceptable to 
Canadians. The Committee believes it is in 
the interests of both Canada and the United 
States that Canada should remain politically 
united and economically strong. 


The Committee has concluded that, in addi- 
tion to maintaining political independence, 
Canada must also maintain a sufficient degree 
of military, economic and cultural indepen- 
dence that it will, in practice, be able to make 
the independent decisions which constitute 
the vital characteristic of an independent 
nation. 


i, 


PART JI—ECONOMIC DEPENDENCY 


2.01 Imports and Exports The Canadian Sta- 
tistical Review for May 1970, published by 
the Dominion Bureau of Statistics, indicates 
that by far the largest part of Canada’s total 
imports are from the United States rising 
from about 69% of total imports in 1948 to 
73% in 1968. The United States is also 
Canada’s best customer for its exports rising 
from about one-half total exports in 1948 to 
two-thirds of total exports in 1968. 

Over the period the value of imports from 
the United States has exceeded by a very 
large amount, namely, $12.5 billion the total 
value of Canadian exports to the United 
States. Indeed in every year during that 
period with the exception of 1968 the value 
of Canada’s imports from the United States 
exceeded its exports to that country by a 
large amount. 


Canadians are sometimes concerned because 
they believe that our exports consist largely 
of raw or partially processed materials where- 
as our imports consist mostly of manufac- 
tured goods. They are concerned lest Cana- 
dians become merely “hewers of wood and 
drawers of water”. Unquestionably this is a 
danger for any undeveloped country and 
one to which attention should constantly be 
directed. 


The Canadian Statistical Review has an- 
alyzed Canada’s foreign trade by stage of 
fabrication. It divided products into three 
classes—crude materials such as pulp wood, 
ores, undressed furs—fabricated materials 
such as plywood, ingots and dressed fur skins 
—and end products such as magazines, ma- 
chinery and fur coats. The analysis indicated 
that imports to Canada of crude materials 
dropped from 32% of the total in 1948 to 
14% in 1968 and imports of fabricated 
materials from 32% of the total in 1948 to 
21% of the total in 1968. On the other hand, 
imports of end products increased from 36% 
of the total in 1948 to 65% of the total in 1968. 
A similar tendency, however, is found in our 
export trade. Canada’s exports of crude ma- 
terials from 1948 to 1968 declined from 28% 
of the total in 1948 to 26% of the total in 
1968, our exports of fabricated materials de- 
creased from 52% of the total in 1948 to 38% 
of the total in 1968 and our exports of end 
products increased from 20% in 1948 to 35% 
in 1968. 


The Canadian Statistical Review concludes 
that the Canadian economy over this period 


has seen a rapid process of diversification and 
that primary products are becoming pro- 
gressively less important in Canada’s foreign 
trade. It notes however that while the major 
share of total domestic exports represented 
by partially finished goods (ie. fabricated 
materials) narrowed substantially during the 
period, they still remained first in 1968 among 
commodities by stages of fabrication, slightly 
ahead of end products. It also notes that 
while the initial impetus of the Canada-U.S. 
automotive agreement in bringing trade in 
vehicles and parts into better balance is near- 
ing its end, it can be observed that the trend 
towards more fully manufactured goods will 
be a steadying influence in Canada’s exports 
as well as auguring buoyancy in the future. 
The review concludes that Canada has ob- 
viously attained a high degree of sophistica- 
tion in its industrial development and the 
home market has grown to sufficient size to 
support a fairly broad spectrum of industrial 
activity. 

Nevertheless, in view of the high propor- 
tion of the total imports from the United 
States represented by highly processed end 
products, it is apparent that continuing em- 
phasis must be placed upon increasing the 
percentage of the total of Canadian exports 
consisting of end products and increasing the 
proportion of the Canadian market for such 
products served by Canadian manufacturers. 


2.02 Capital requirements For a large under- 
populated and relatively undeveloped country 
such as Canada, the supply of adequate capital 
for resource and industrial development is 
clearly of vital importance. It can be pro- 
vided out of national savings, i.e. the dif- 
ference between national production and total 
consumer expenditure, or, alternatively, the 
necessary capital for development can be 
imported from abroad. Evidence presented to 
the Committee indicated that Canadians save 
quite a high percentage of their national 
income, but they also have had to import a 
great deal of capital from abroad. 


As indicated earlier, since 1948 Canada’s 
imports from the United States have exceeded 
her exports to the United States by a large 
amount. Part of this deficit has been financed 
by an export surplus with overseas countries 
but the remainder has been met by large 
capital imports, mostly from the United States. 
There appears to be a difference of opinion 
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between experts as to whether Canada’s trade 
deficit with the United States has caused the 
importation of capital from the United States 
or whether, on the contrary, Canada’s impor- 
tation of capital from the United States has 
been the cause of the deficit in her trade 
balance with the United States. Whichever 
view may be correct, the fact is that since 
1948 Canada has become extremely dependent 
upon the United States for resource and in- 
dustrial capital. 


2.03 Balance of Payment Arrangements Over 
the period from 1948 to 1968 approximately 
85% of Canada’s total foreign capital require- 
ments has been furnished by the United 
States. This high degree of dependency upon 
United States’ capital has had some serious 
consequences in Canada. 


For example, in July 1963 a presidential 
message was delivered to the United States 
Congress proposing the introduction of an 
interest equalization tax on the purchase of 
foreign securities. The Canadian balance of 
payments reacted swiftly and within 24 hours 
there was a greater loss of official holdings of 
gold and foreign exchange than in any other 
similar period even during the difficult days 
in the spring of 1962. It became necessary for 
Canada to request an exemption from the tax 
and this was, in fact, granted but on certain 
conditions which had the effect of restricting 
Canada’s freedom of action to some extent. 
This situation was described by Mr. W. Earle 
McLaughlin, the Chairman and President of 
The Royal Bank of Canada in the following 
evidence given to the Committee: 

“In July 1963, in what seems to have 
been an over-reaction to the U.S. Interest 
Equalization Tax, Canada bought exemp- 
tion by agreeing to maintain a ceiling on 
her reserves of gold and foreign exchange 
...this constraint on Canada’s reserves 
was not only humiliating in itself, it was 
in direct conflict with the type of mone- 
tary policy indicated for a country which, 
by this time, was entering into a period 
of inflation. 


Sometime in 1967, apparently in May 
of that year, the ceiling was reduced to 
$2.550 billions, where it remained until 


December 17, 1968, when it was formally 
abolished. However, a number of vague 
qualifications concerning Canadian bor- 
rowing in the U.S. and the level of 
Canada’s exchange reserves remain; and 
an earlier stipulation, agreed to on March 
7, 1968, requires that Canada, alone 
among countries in the western world, 
must carry her U.S. dollar reserves, not 
in short term marketable securities—e.g., 
U.S. Treasury bills—but in non-negoti- 
able, “long term”, cashable on demand, 
U.S. Treasury obligations, the interest 
yield on which is unknown to the general 
public.” 


A bulletin issued by the Dominion Bureau 
of Statistics indicates that after the exemption 
from the Interest Equalization Tax was 
granted, capital inflows from the United 
States to Canada increased rapidly. 

The adoption by the United States of the 
Interest Equalization Tax indicates the serious 
balance of payments problem which the Uni- 
ted States itself faces and which, because of 
Canada’s dependency upon the United States 
capital market, is a serious concern to Cana- 
dians as well. 

A second example occurred late in 1965 
when the United States authorities decided 
their balance of payment position required 
the adoption of further guideline measures. 
Two were of major concern to Canada. 

The first requested United States financial 
institutions other than banks to limit the in- 
crease of their holdings of long-term foreign 
investment to a small portion of their hold- 
ings at an earlier date. The Canadian autho- 
rities considered that this restriction on the 
sale of long-term securities, in the United 
States, if applied to Canada would have very 
adverse effects. Accordingly they sought and 
obtained an exemption from this restriction, 
justified on the same grounds as the original 
exemption from the Interest Equalization 
Tax, and in consideration for a Canadian un- 
dertaking of the same kind regarding the 
level of Canadian reserves. Since it was not 
considered desirable to rely too heavily on 
general monetary and fiscal measures to con- 
trol the inflow of capital, alternative tech- 
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niques involving the repatriation of out- 
standing Canadian securities in the United 
States would be used if necessary. 

The second important measure was a volun- 
tary ceiling on direct investment by United 
States corporations. Vigorous representations 
were made by the Canadian authorities that 
the application of this guideline to Canada 
was inappropriate but after consideration, the 
United States authorities ruled that no ex- 
ception could be made to the guidelines if 
they were to be effective in meeting the Uni- 
ted States aims of their general balance of 
payments program. 

This resulted in widespread concern in 
Canada and the subject was discussed in 
March of 1966 by the Joint Canada-United 
States Ministerial Committee on Trade and 
Economic Affairs. Later, the Secretary of 
State for External Affairs reported to the 
House of Commons that the United States 
members made clear that the United States 
government was not requesting United States 
corporations to induce Canadian subsidiaries 
to act in any way that differed from their 
normal business practices as regards repatria- 
tion of earnings, purchasing and sales poli- 
cies, or their other financial and commercial 
activities. This served effectively to moderate 
the potential consequences of the program for 
the Canadian economy. The statistics show 
that Canada’s international transactions have 
on balance contributed strength to the United 
States balance of payments position. The dif- 
ficulties which have been experienced in 
adapting the United States measures to 
Canada’s special relationship are in some 
sense a reflection of that relationship. 


In his evidence before the Committee, Mr. 
W. Earle McLaughlin described in the fol- 
lowing terms another crisis which developed 
as a result of Canada’s dependence for capi- 
tal upon the United States: 


“The second actual exchange crisis 
since the fixing of the Canadian dollar’s 
parity in 1962 occurred in January, 
1968. This crisis, based on a complete 
misreading of the market by speculators 
and others, who paid dearly for their mis- 
take, led indirectly to further inhibitions 
on Canadian economic policy. Since the 
crisis was triggered by a gross misinter- 
pretation at home and abroad of the effect 
on Canada of U.S. mandatory capital- 
investment guidelines announced on 
January 1, 1968, the Canadian policy re- 
action was again to seek a special exemp- 


tion for Canada. As usual, the special 
exemption carried its own special price 
tag, this time in the form of guidelines 
imposed by the Canadian government but 
dictated by the United States govern- 
ment, intended to prevent Canada from 
becoming a “pass-through” from _ the 
United States to third parties in the in- 
ternational economy. 

Two of the three guidelines, applied 
specifically to the chartered banks, though 
necessarily clumsy, are at least relevant 
to the problem. The third guideline pre- 
vents Canadian banks through their U.S. 
agencies from taking U.S. dollar deposits 
domiciled outside the United States from 
U.S. residents above a base figure, even if 
the deposits are re-lent to other USS. 
residents! It is, however, quite all right 
to re-lend these deposits to Canadian 
residents. This guideline clearly has noth- 
ing to do with the real problem posed by 
the U.S. balance-of-payments deficit. It 
is far easier to explain as a retaliatory 
measure against an equally iniquitous 
Canadian failure to allow agencies of 
foreign banks into Canada, coupled with 
the punitive measures in the 1967 Bank 
Act directed against the only Canadian 
bank wholly financed by American in- 
vestment capital.” 


While strong concern has been expressed 
by many Canadians about the large amount 
of American capital invested in Canada, it 
may be concluded from the foregoing review 
that from time to time Canadian governments 
have adopted policies which have maintained 
the flow of foreign capital into Canada. 


The dilemma faced by Canadians was very 
clearly expressed by Mr. McLaughlin in his 
evidence before the Committee: 


“IT should like to begin with what I 
consider to be the contradictory nature 
of Canadian attitudes towards Canadian- 
American economic relations. 


Canada, today, seems to be ‘enjoying’— 
if that is the word—a ‘love-hate rela- 
tionship’ with the United States. 


For example, not only do we welcome 
American capital into Canada, but many 
Canadians, including some in govern- 
ment, seem to believe that any signifi- 
cant falling off in the inflow of U.S. capi- 
tal would be little short of disastrous. 
Nevertheless, many Canadians, including 
many of the same Canadians, fear and 
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resent the assumed economic and social 
consequences for Canada of that same 
inflow of capital from the United States. 


Now, clearly, there is something wrong 
here; and to discover just what is wrong 
is one of the ‘problems of prime impor- 
tance’ to which I have just referred. In- 
deed, I believe the fundamental prob- 
lems in Canadian-American economic 
relations can best be approached by 
attempting to answer three questions: 


(a) Why do we feel so abjectly de- 
pendent on U.S. investment in Canada? 


(b) Why, at the same time, do we fear 
and resent that investment? 


(c) What do we propose to do about it? 


I believe that a good part of our as- 
sumed ‘dependency’ on foreign capital, 
and the excesses of policy to which this 
assumption has led, are based on a mis- 
understanding of the mechanism that 
underlies the balance of payments. 


It is commonly assumed, both here 
and abroad, that Canada must scrounge 
the world’s capital markets to finance 
her balance-of-payments deficit on cur- 
rent account: that Canada—profligate 
Canada!—spends more abroad than she 
receives in her trade in goods and ser- 
vices and must, therefore, be prepared 
to go to her creditors hat in hand for 
even more credit to cover the cost of her 
riotous living. 

This is a complete myth. 

The greatest single reason that Canada 
has a ‘chronic’ deficit on current account 
is that she has a ‘chronic’ surplus on 
capital account. And the reason she has 
a ‘chronic’ surplus on capital account is 
that private foreign investors like what 
they see in Canada and invest their 
funds here. 


Through the complex mechanism of 
the balance-of-payments, a _ capital- 
account surplus has to be balanced by a 
current-account deficit. Thus, other 
things equal, the greater the confidence 
that foreign investors have in Canada’s 
future, the greater Canada’s balance-of- 
payments deficit on current account 
must be! 

The same is true, in reverse, for the 
United States. As a net exporter of capi- 
tal, the U.S. has a capital-account defi- 
cit, which in turn must be offset by a 
current-account surplus. A cut in the 
capital-account deficit is bound to be 
reflected in a cut in the current-account 
surplus. It is no accident, therefore, that 
the Interest Equalization Tax and other 
curbs on U.S. foreign investment have 
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Before the Committee, 


been reflected in a reduction of a nor- 
mally large current-account surplus to 
one of far more modest proportions. Such 
a program, is, therefore, self-defeating: 
it fails to solve the problem for the U.S. 
at the same time that it creates further 
disequilibrium in the whole international 
payments system.” 


Mr. McLaughlin 


contended that the explanation of Canada’s 
problems and contradictions in its relations 
in this field with the United States resulted 
from Canada’s adoption of a fixed exchange 
rate and that the only solution would be to 
adopt a floating rate of exchange for the 
Canadian dollar: 


Ng | 


“Indeed, under present arrangements, 
if the U.S. authorities should become lax 
in their fight against inflation—and re- 
member this is an election year—we shall 
have to import their inflation into Cana- 
da. There is no alternative, as we found 
back in 1950, except to float the Cana- 
dian exchange rate. 


There is no reason to feel abjectly de- 
pendent on U.S. investment. This is just 
as important to American investors as it 
is to us. If restraints are applied by the 
U.S. government, our answer should be 
not to beg for concessions at the price of 
our economic independence, but simply 
to float the Canadian dollar exchange 
rate. The alternative, as we have found 
to our cost, is to lose our independence 
of action, especially in the crucial area of 
monetary and fiscal policy. 

There is no reason to fear and resent 
U.S. investment in Canadian industry. 
Canadian corporations owned by Ameri- 
cans are still Canadian corporations, sub- 
ject to Canadian law and _ regulation. 
We must, however, fight to the death the 
real problem of U.S. investment in 
Canada—the problem of legalistic border- 
hopping, whereby U.S. law and regula- 
tions are indirectly applied to American- 
owned Canadian corporations. 

This brings us back to square 1. Only 
if we float the exchange rate can we 
bargain successfully on other issues, 
whether they are monetary and fiscal 
control of the economy, sovereignty over 
foreign-owned subsidiaries, sovereignty 
over the Arctic Waters or any other 
aspect of sovereignty. Only if we float 
the exchange rate can we bargain from 
a position of strength, not weakness. 

So long as we maintain our present 
posture of indigent subservience to U.S. 
policy, based on the assumed necessity 
of American-granted ‘concessions’ under 
that policy, we can never achieve even a 


modest degree of economic, or indeed of 
political, independence for the country 
we are still allowed and are proud to 
call ‘Canada’.” 


Other witnesses have taken the position 
that Canada has profited from what has been 
in effect a single continental capital market 
in North America and by its close relation- 
ship with the United States, that the United 
States has been understanding in making ex- 
ceptions for Canada from the restrictive pro- 
vision of its balance-of-payments program 
and that while the restrictions which Canada 
has agreed to in turn have limited somewhat 
Canada’s freedom of action, such restrictions 
have not been unduly onerous and, the rela- 
tionship has worked in Canada’s favour. 
Evidence presented to the Committee sug- 
gested that Canada is not the only country 
which has had to request the United States 
to make exceptions in its favour. 


On May 31, 1970, the Government an- 
nounced the adoption for the time being of a 
floating exchange rate. The Committee does 
not believe that it has had sufficient evidence 
to enable it to determine the long term effects 
of the floating exchange rate. However, it 
may be concluded that in recent years the 
foreign exchange arrangements have involved 
a high degree of dependency by Canada on 
the United States in this sector. The Com- 
mittee believes it is undesirable for Canada 
to permit a situation to continue where its 
financial affairs and its economy may be seri- 
ously disrupted by decisions made in the 
United States and where disruption can only 
be avoided by the Canadian government 
making requests for special arrangements with 
the United States government. 


2.04 Defence Production Agreements—Gen- 
eral Many Canadians have been concerned 
that the existence of a defence production 
sharing program between Canada and the 
United States might limit unduly Canada’s 
freedom to determine its foreign policies. 


The program is constituted by a series of 
twelve declarations and agreements, all of 
which remain in force indefinitely subject to 
modification or termination at any time by 
mutual agreement or by written notice of 
the intention of one party to terminate them. 


2.05 Historical Background The principles 
of defence economic cooperation between 
Canada and the United States originated from 
the Hyde Park Declaration of 1941 and have 
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been reaffirmed in varying forms since that 
time. The rationale which has developed 
recognizes the need for cooperation in the 
mutual defence of the two countries includ- 
ing reciprocity in meeting each other’s defence 
requirements. 

The current defence production sharing 
program came into being in 1959 after the 
cancellation of the CF-105 Arrow aircraft 
program when it became questionable 
whether Canada could economically develop 
and produce major items of defence equip- 
ment for the use only of the Canadian armed 
forces. At that time, Canada was faced with 
a crisis in its defence industry and important 
decisions as to its future had to be made. The 
major alternatives were as follows: 


(a) Procurement of defence requirements 
abroad with its connotations of depen- 
dency on foreign countries, loss of indus- 
trial technological capability, and balance 
of payments problems. 


(ob) Licensing for production in Canada 
which would have led to significant lags 
in technology in Canadian industry and 
increased costs for defence equipment. 


(c) Continuing research, development and 
production in Canada in highly selected 
areas of technology in defence and 
defence related fields associated with 
Canadian indigenous requirements for 
communication, navigation and transpor- 
tation capabilities. 


The last alternative was chosen with the 
development of the Canada/U.S. Defence 
Production Sharing Program providing the 
necessary market base for a_ specialized 
defence industry. ~ 


2.06 Provisions and Limitations of the Pro- 
gram The immediate objective of the Pro- 
gram was the increased participation by 
Canadian industry in the production and 
supply of North American defence equip- 
ment requirements. The continuing objective 
agreed upon was to strive for the most effec- 
tive utilization by Canada and the United 
States of their respective industrial resources 
for common defence. 


The principle established at that time was 
that Canadian industry would have, in gen- 
eral, equal opportunity with United States 
industry to compete for United States defence 
contracts on the normal commercial basis of 
price, quality and delivery. Toward this end, 


the United States Government waived the 
Buy American Act for most Canadian defence 
items and remitted customs duties on a very 
wide range of Canadian items required for 
defence purposes. 


However, the production sharing program 
does not include “off the shelf’ general pro- 
curement, construction, basic raw materials, 
fuels, lubricants and services such as trans- 
portation, rentals and maintenance. In addi- 
tion, there are limitations in respect of par- 
ticipation by Canada in the supply of food, 
clothing, ships, and certain classified products. 
There are also some special United States 
provisions relating to small business, de- 
pressed industries, and business awarded in 
labour surplus areas. 


2.07 Cross Border Defence Trade Current 
relations between Canada and the United 
States in the field of defence trade are gov- 
erned mainly by the arrangements agreed 
upon by the two countries in 1959 and 1963. 
The total value of United States defence pro- 
curement in Canada from the beginning of 
the Production Sharing program in 1959 to 
the end of December, 1969 has been $2,418.8 
million. The corresponding value of Canadian 
defence procurement in the United States in 
the same period has been $1,913.8 million. 
For the most part United States military 
procurement in Canada consists not of arma- 
ments or weapons in the conventional sense, 
but rather items with a high technological 
content such as transport aircraft, aircraft 
engine and airframe components, navigation 
equipment and spares, communication equip- 
ment and spares, ammunition components, 
marine valves and vehicle components. 


2.08 Assessment of the Production Sharing 

Program It is claimed that the program 

has had the following effects: 
(a) During the extended period of co- 
operation between Canada and the United 
States, beginning in 1941, the relationship 
which has emerged has been valuable, 
not only as part of collective defence, but 
also in order to meet Canadian national 
defence commitments effectively and eco- 
nomically both in the context of North 
American defence and the NATO alli- 
ance. 
(b) Exports which have developed under 
this program, through the equal oppor- 
tunity provided generally for Canadian 
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industry to quote for United States mili- 
tary business on an equal basis with 
United States industry, have been a sub- 
stantial benefit to the Canadian balance 
of payments. 

(c) From the standpoint of the Canadian 
military forces, the agreement has en- 
sured a logistical and defence industrial 
basis in Canada. It has also helped them 
to obtain their equipment requirements 
on the most economic terms, either 
through the longer production runs de- 
veloped by a specialized Canadian indus- 
try, or from the United States. 

(d) The export sale of defence equip- 
ment to the United States now averages 
some $300 million per year. Over 150 
Canadian companies are currently de- 
pendent in whole or in part on these 
export sales. Employment for an esti- 
mated 13,000 to 15,000 people is wholly 
attributable to the major contracts orig- 
inating from this program. In addition, 
an estimated 110,000 people are engaged, 
in varying degrees, in employment as- 
sociated with these contracts. 

(e) The Program has been one of the 
most important means by which a num- 
ber of Canadian manufacturing industries 
have been able to keep abreast of ad- 
vanced technology in such fields as elec- 
tronics and aerospace. Developing and 
producing highly specialized defence 
equipment for our own use and for export 
has been an effective springboard for 
successful domestic and foreign sales in 
related civil fields, 


While the Defence Production Sharing Pro- 
gram has produced some significant economic 
and technical benefits for Canada and has 
permitted this country to participate more 
fully in collective defence, some Canadians 
are disturbed that such sales have also im- 
plicated us in certain military operations and 
defence arrangements in which Canada is not 
involved. 


2.09 Conclusions and Recommendations 
(Part II) It is clear that there is an unusually 
high degree of interdependency between 
Canada and the United States. Because of the 
much smaller Canadian economy, because 
Canadian imports from the United States and 
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exports to that country constitute such a high 
percentage of total Canadian imports and ex- 
ports and American investment in Canada 
constitutes such a large percentage of total 
foreign investment, Canada’s position in rela- 
tion to the United States is such that it would 
be seriously affected by any adverse economic 
developments in the United States, whether 
such developments took the form of inflation 
or recession; and similarly the United States 
would be affected by conditions in Canada, 
but to a lesser degree. 


The Committee has also noted the close 
inter-relationship referred to by Mr. W. Earle 
McLaughlin between Canada’s adverse trade 
balance on current account with the United 
States and its imports of capital from that 
country. 

The Committee therefore recommends that 
the Federal Government, in collaboration with 


the Provincial Governments, should take steps 
to bring Canada’s current account with the 
United States into better balance by increasing 
its exports to the United States, increasing 
the flow of American dollars into Canada 
through tourism and other service activities, 
and by searching out alternative sources of 
imports; that it seek more diversified sources 
of investment capital which Canada will re- 
quire for its future resource and industrial 
development, and that it encourage greater 
Canadian investment in Canadian develop- 
ment. 

The Committee has also concluded that 
while continuing attention is required, the 
Defence Production Sharing Program has not 
up to the present time been the cause of un- 
due dependency on the United States, and 
that on balance the program has operated to 
Canada’s advantage. 
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PART III—AMERICAN OWNERSHIP AND 
CONTROL OF CANADIAN RESOURCES 
AND INDUSTRY 


3.01 Extent of American Control As indi- 
cated earlier, since 1948 there has been a very 
large flow of capital from the United States 
into Canada which has resulted in wide- 
spread American ownership and control of 
important Canadian resource and manufac- 
turing industries. Until recently at any rate, 
Canada has welcomed and encouraged this 
capital inflow. 


There is no evidence to indicate that this 
capital inflow has been a result of any plan 
on the part of the United States government 
or by any group in the United States to take 
over Canada or essential sectors of Canadian 
industry or to make Canada subservient to 
United States policies. This was well ex- 
pressed by Mr. Robert Fowler: 


“The notion of a consistent co-ordin- 
ated foreign policy by a group of pri- 
vate foreign investors who have happened 
to acquire substantial shares of a Cana- 
dian industry because with equal oppor- 
tunity Canadians did not choose or did 
not have the money or the imagination 
to acquire it themselves, is an illusion, 
and I think it could be a dangerous illu- 
sion.” 


The resulting domination of important 
Canadian industries by American owners has 
caused concern among many Canadians. 

Until recently it has not been possible to 
obtain dependable statistics with regard to 
the extent of foreign control and the indus- 
tries in which such control is concentrated. 
However pursuant to the Corporations and 
Labour Union Returns Act (CALURA”) 
passed in 1962, more information is now 
available and is well summarized in Part 
I of the 1967 Report published under that 
Act. Approximately 25% of all Canadian cor- 
porate assets are owned by corporations which 
are foreign controlled (i.e. where more than 
50% of the voting shares are owned by non- 
residents of Canada) and 19% are owned by 
American controlled corporations. The pro- 
portion of total business assets (including 
non-corporate as well as corporate assets and 
the proportion of total Canadian assets in- 
cluding not only corporate and business assets 
but also personal assets) owned by Americans 
and other non-residents would of course be 


very much smaller. 


3.02 Industries with a High Degree of For- 
eign Ownership The 1967 CALURA Report 
classifies the Canadian economy under ten 
general divisions. These divisions and the 
approximate value of all corporate assets 
(both Canadian and non-resident owned) in 
each of these divisions are as follows: 


Approximate Total 
Value of All 
Corporate Assets (resident 


Name of Division and non-resident owned) 


Agriculture 645 Million 
Forestry 276 Million 
Fishing and Trapping 29 Million 
Mining 11.07 Billion 
Manufacturing 39.46 Billion 
Construction 4.78 Billion 
Transportation and 

Public Utilities 2.16 Billion 


Trade (Wholesale) 8.40 Billion 


(Retail) 6.12 Billion 
14.52 Billion 
Finance 79.40 Billion 
Services 4.30 Billion 


Foreign owned industries were dominant in 
two important divisions namely mining (60% 
foreign controlled) and manufacturing (56.7% 
foreign controlled). Canadian firms dominate 
all the other divisions, including the very 
important trade and finance divisions, al- 
though there was a substantial amount of 
foreign and American investment in certain 
of these other divisions. 

Accordingly, for a clear understanding, it 
is necessary to examine these broad divisions 
much more closely in order to determine 
the particular industries or groups of indus- 
tries which are foreign dominated. The Com- 
mittee has obtained from the Bureau of Sta- 
tistics a summary of the industries and 
groups of industries which are foreign and 
American controlled with an indication of 
whether foreign and American control has 
been increasing in recent years. This sum- 
mary is as follows: 
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SUMMARY OF DATA REQUESTED MAY 26, 1970 
(for selected classifications in which non-resident interest exceeds 50%—1967) 


% U.S.8 
% U.S.4 N.R.O.5 Control 
Ref.” Description! Assets? %N.R.O.3 Control Increasing Increasing 
Rees ARE a wey len oe ee Bae Se ee 
($000,600) 
6) Rifon Aine LNCUSERY. cone ote eer cient emilee 1,441.6 6.2 85.8 
10 OilandsGacuWellslnd ustrics ane cee i eerieren AOU OMG 82.6 652° 
11 Total Mineral Fuels Industries®................ 4,606.7 81.7 
(Que None etal aviininoslnGustinye. misrrisrer irri. 916.7 84.9 65.0 x SK 
15 Total Other Mining Industries’. ............... 2,088.3 50.0 
16 CGR RinIne TG USEEIES 0... aie eu oe © sietcereene oh LTO 7aa 60.0 
90  Kroitand. Végetable Canners. .....<...6..006..: 343.4 67.4 62.3 SK x 
Ble ODSE COLL LOCUCS rote. atenG ate corinne 479.1 83.6 16.8 
SOMME OO CES LOC UCUS Sime ts St icuins cesta ere eer det 503.1 92.4 82.9 
BRO VLC tle pLORUILES, seer. ce ence tere steno ienrren 613.1 85.0 Giso 
62 Other Paper Products Industries"™.............. 239.9 66.1 53.3 Me x 
GOMES IRI eset Weeden arse cies see tae tere sears 1352 book, 40.7 
71 Smelting and Refining Industries............... 2,839.0 84.9 26 
72 Total Primary Metals Industries!®............. 5,378.3 55.6 
Vouppollerand Plate INGUStMeS: o....6.- oo-escuse 95.9 68.9 68.9 < x 
46> Metal Stamping Industry. Ae wees ss et eae 626.4 62.6 60.3 
78 Hardware and Tools Industries................ 177.9 54.6 47.2 
81 Miscellaneous Metal Fabricating".............. 318.9 56.8 46.4 
BAe Commercial Ielrigerablon cee. cn <. een ee ae BYE 59.4 59.4 
85 Other Machinery Industries.................. 2250 84.1 73.8 x x 
86 Total Machinery Industries'®.................$. 1,688.1 71.9 
87 vArreraitand Parte Industries:.. «neces. Se once 764.0 91.6 48.3 
88 Motor Vehicles and Parts Industries........... 1,990.1 95.7 95.6 
Soe Pirucleesodies chau alc cme eer nace ace ame 100.2 Diez 55.8 x x 
Ol otal Eransport oa wipmen tien a7. 6 nas 3,322.4 86.2 
OVE omallemleciricales ppllan Cesar ae entree 71.0 82.3 81.8 » < 
‘Q3em Maron rAppliancessc cee mee eee Cee aoe 132.6 58.5 5S. O 
96 Industrial Electrical Equipment............... 624.6 Oost 89.6 x 
O7- Battery Manufacturers: yi tes act eee eee 29.5 97.6 ono 
98 Miscellaneous Electrical Equipment}’........... 292.7 59.8 40.1 
097 ‘Total HlectricaleProducts 7) ose eee. s os eee 1,903.4 65.7 
100 > Cement: Manutscturing =. ccc oe ee oe ee 597.7 56.4 26 we 
es -GHlacsy ennel (CHRIS IRIOCUNCUS coc Sooo phodogaceadnac 202.7 53.8 27.9 x 
105 Other Non-Metallic Minera! Products”......... 240% 88.0 61.4 x x 
IOV ReLLOLCU TDR CHINOTICS iiss Geniarta. 2 teres 4,059.0 99.9 72 «5 
108 Other Petroleum and Coal Products”!.......... Sone 78.4 26 
109 Total Petroleum and Coal Products??.......... 4,114.1 99.9 
TIRES ORCI OZERSS os. Shoe liacn eo ae. 4 ste ee 106.5 (ea 49.7 xX x 
ill PREM na nsceacenaniossnadnesougesout 256.8 Sone 68.6 x< x 
idee Painbiana Varnisir Industries:. «1 ..... cass 165.4 79.8 67.1 < < 
113 Soap and Cleaning Compounds................. 153.7 92.5 62.1 x >< 
PZ Wlovet Preparations: 06 ear eee kre alin cee tae 94.8 82.2 66.4 
iy lnauetrialC hemicalas cee Aeshna aer Ge eee 997.5 79.9 58.9 
116° “Other Ghenticd so a hea ee e cae ke eee 720.0 87.4 47.7 
117 Total Chemicals and Chemical Products*..... 2,494.7 83.0 - 
118 Scientific and Professional Equipment.......... PAST 66.6 62.0 
121) roporuine Goods and hove. see. c eneeee 109.3 56.4 51.3 
124 Total Manufacturing Industries................. 39, 462.0 56.7 


Footnotes to the foregoing summary: 


1Description—The Standard Industrial Classification (SIC) is the basis for the classification of data in the 
CALURA (Part I) Reports. It is not used in its entirety because results for many classifications are of doubtful 
value. For example, most agricultural activity is carried on by unincorporated businesses or by concerns which are 
otherwise exempt. Other classification problems which concern the format in which source data is received inhibit 
complete adaptation of the SIC. The most detailed level of classification which is feasible is that employed in the 
1967 Report. The data of this table is largely derived from that report. 
_ 7Assets—Included are the reported assets of all corporations which filed income tax returns for fiscal years end- 
ing in 1967 with minor exceptions in the insurance industry. 


>% N.R.O.—This is the proportion of the assets of the classification which were reported by corporations in 
ee at least half of the voting shares were owned by non-resident individuals or corporations with non-resident 
resses. 


4% U.S. Control—This is the proportion of the assets of the classification which were reported by corporations 


sae were controlled by residents of the United States. Residents in this sense include both individuals and cor- 
orations. 


a 5N.R.O. Increasing—If the proportion of non-resident interest in the classification appears to be increasing, an 
X’ appears is this column. 
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_ ®% U.S. Control Increasing—If the total non-resident owned share is increasing and the U.S. share is also increas- 
ing an ‘X’ appears in this column. 


7Ref.—The reference number appearing in this column corresponds to the table in the 1967 statistical appendix 
from which additional information may be derived. (i.e. the 1967 CALURA Part I Report). 


’Total Mineral Fuels Industries—This category is a group summary which includes the oil and gas wells in- 
dustries, (Ref. 10) and coal mining. The coal mining component is Canadian dominated and is therefore omitted. 
The class is heavily dominated by the oil and gas wells component. 


*Non-Metal Mining Industry—This group includes asbestos mines, gypsum mines, salt mines, and other mines 
producing barite, fluorospar, peat moss, potash and other non-metallic minerals. 


Total Other Mining Industries—This classification includes the non-metal mining group as well as quarries 
and sand pits and services incidental to mining such as petroleum prospecting, other prospecting, contract drilling 
for petroleum, other contract drilling and other services such as well and shaft maintenance. These latter two groups, 
quarries and sand pits and services incidental to mining are Canadian dominated. The non-resident dominance of 
the Total Other Mining classification results entirely from the concentration of non-resident capital in non-metal 
mining. It is noted that the increasing relative significance in non-metal mining is compensated by a relative decline 
in the significance of non-residents in the Canadian dominated groups. Caution should be employed in applying this 
observation because the apparent polarization might result from relatively small shifts in emphasis by corporations 
which causes them to shift from one classification to another. 


UOther Paper Products Industries—This classification includes asphalt roofing manufacturers and other com- 
panies engaged in coating, treating, cutting and otherwise converting paper and paperboard. Some products of these 
companies are waxed paper, crepe paper, paper napkins, envelopes and stationery, gummed paper, wall paper, paper 
plates and cups, mailing tubes. 


122Publishing—This classification includes corporations which are primarily engaged only in publishing; i.e. 
they do no printing. The term ‘‘publishing’’ as applied in this industry includes publishing of books, newspapers, 
periodicals, almanacs, etc. For an improved perspective on the significance of non-resident participation in this 
industry reference might be made to the other members of the printing and publishing group as well. These include 
commercial printing, engraving and the printing and publishing class which includes more highly integrated concerns. 


18Total Primary Metals Industries—The primary metals group includes iron and steel mills, steel pipe and tube 
mills, iron foundries, smelting and refining, aluminum rolling, casting and extruding, copper and alloy rolling, cast- 
ing and extruding and other metal rolling, casting and extruding. Of these, non-resident investment is primarily 
concentrated in smelting and refining. Smelting and refining accounts for about one-half of the total assets in primary 
metals. By contrast, 80% of the non-resident investment in primary metals is concentrated in smelting and refining. 


MMiscellaneous Metal Fabricating—The class includes corporations which produce weather stripping, guns, 
collapsible tubes, machinery fittings, plumbers goods, safes and vaults, etc. 


1%40Other Machinery Industries—Other machinery includes office and stone machinery manufacturers, machinery 
and equipment designed particularly for use in construction and mining operations and other special industry machin- 
ery such as textile machinery, pulp and paper machinery, etc. 


1’Total Machinery Industries—This group includes agricultural implements as well as commercial refrigeration 
and the other machinery classes described in note 15. Manufacturers of agricultural equipment are dominantly 
Canadian. 


Total Transport Equipment—This group includes miscellaneous transportation industries such as railroad 
rolling stock, shipbuilding and repair and miscellaneous vehicle manufactures which are Canadian dominated as 
well as the non-resident dominated industries of aircraft and parts, motor vehicles and parts and truck bodies. 


18Miscellaneous Electrical Equipment—Included in this group are manufacturers of electrical wire and cable, 
electric signalling apparatus, electric lighting fixtures, electric light bulbs, etc. 


Total Electrical Products—This group includes small electrical appliances, major appliances, industrial elec- 
trical equipment, battery manufacturers, miscellaneous electrical equipment. (described in note 18), all of which 
are non-resident dominated, as well as manufacturers of radios, television receivers and communications equipment 
which are Canadian dominated. 


200ther Non-Metallic Mineral Products—This class includes lime manufacturers, gypsum products manufacturers 
refractories manufacturers, stone products manufacturers, mineral wood manufacturers, asbestos products manu- 
facturers, abrasives manufacturers, etc, 


210ther Petroleum & Coal Products—This class includes manufacturers of fuel briquettes, road emulsions, 
roofing compounds and similar products. 


22Total Petroleum and Coal Products—This class is a combination of petroleum refineries and other petroleum 
and coal products with heavy dominance by the petroleum refiners. 


23Other Chemicals—This class includes explosives and ammunition manufacturers, manufacturers of plastics 
and synthetic resins, together with all other types of chemical manufacturers not otherwise specified. These might 
be manufacturing basic industrial inorganic chemicals such as acids, alkalis, salts or they might be manufacturing 
dry colors, pigments, white leads and so on. 


2T otal Chemicals and Chemical Products—This group is simply the sum of the seven items which precede it 
in the table, all of which are non-resident dominated. 


2°The classification of a large number of significant U.S. owned corporations in these classifications is somewhat 
arbitrary and therefore these estimates are subject to more extensive qualifications. 


2A significant proportion of the assets in these industries are owned by corporations in which the residence of 
control has not been determined. 
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3.03 Trend of Foreign Investment and Owner- 
ship in Canada Clearly the ownership of 19% 
of Canadian corporate assets by American- 
controlled corporations with their activities 
concentrated in the key resource and manu- 
facturing industries is of vital concern to 
Canada. In trying to determine what, if any, 
action should be taken by the Canadian gov- 
ernment, it is of great importance to know 
not only in what industries American domi- 
nation is concentrated, but whether the degree 
of American domination is increasing or 
decreasing. If American control of a particular 
industry is decreasing, the Canadian govern- 
ment might have greater hesitation in de- 
voting scarce capital funds to reduce it still 
further by special methods. The decision 
might be different if the extent of American 
control appeared to be increasing. 

Unfortunately, it is only recently since the 
passing of the Corporations and Labour 
Unions Returns Act that statistics have been 
available. The time period has been too short 
to determine with any accuracy whether the 
degree of foreign domination is increasing or 
decreasing significantly. An attempt has been 
made in the Table obtained from the Domin- 
ion Statistician (which appears in Section 
3.02 above) to obtain some indication of the 
trend which is so important for policy deci- 
sions. 


It must be emphasized therefore, that it is 
of urgent importance that all available infor- 
mation on this question be coordinated at an 
early date: if existing statutes do not make 
adequate provision for the obtaining of all 
information necessary to determine the extent 
and trend of foreign domination of Canadian 
industry and union activity, these statutes 
should be promptly amended so that the 
necessary information can be obtained to 
guide the government in its policy decisions. 


While the difficulty of detecting the trend 
because of lack of information is recognized, 
it has been argued by some that the recent 
balance of payment difficulties experienced 
by the United States make it entirely clear 
that in the future the rate of capital invest- 
ment from the United States is bound to 
decrease: accordingly, instead of taking steps 
to limit American investment in Canada, we 
should be thinking in terms of encouraging 
continued inflow of American capital to 
Canada. Without expressing at this point any 
opinion with regard to this argument, it 
should be noted that even if the inflow of 
American capital were reduced, the growth 
of American dominated operations in Canada 


would continue. The publication ‘Foreign 
Owned Subsidiaries in Canada 1964-1967” 
published by the Department of Industry, 
Trade and Commerce indicates that in recent 
years an increasing amount of the funds re- 
quired to finance the growth of Canadian 
subsidiaries of American corporations has 
been financed by retained earnings of the 
Canadian subsidiaries and by borrowings in 
the Canadian market. The report says at 
page 40: 

“In 1965, funds from the United States 
accounted for a major part of the exter- 
nal financing of the reporting corpora- 
tions. Liabilities owing and paid-in capital 
held in that country increased by $557 
million representing 71% of the $780 
million total from all sources. Canadian 
sources supplied almost all the remainder, 
$220 million of its $223 million balance. 
In 1967 the situation was quite different. 
In that year, Canadian sources provided 
$374 million or 64% of the $581 million 
total, sources in the United States ac- 
counted for $197 million or 34% of the 
total, and third countries supplied the 
other $10 million or 2%. This switch that 
occurred in 1967 from the United States 
to Canada as a major source of external 
funds [for American-owned subsidiaries ] 
is probably due to a number of factors 
including the lesser overall requirements 
for external funds, the desirability of 
financing short-term rather than long- 
term and the relative cost and availability 
of funds in the two countries. In addition, 
the United States foreign direct invest- 
ment guidelines which were designed to 
restrict the outflow of funds from the 
United States for direct investment may 
have been another factor. While these 
guidelines were specifically not intended 
to affect normal financial transactions 
with Canada, they may have influenced 
companies to rely on Canadian sources of 
funds where this was possible. 


In 1965, most of the financing done in 
the United States was through transac- 
tions with parents and affiliated com- 
panies... In 1967, the larger users of ex- 
ternal funds drew largely upon Canadian 
sources of financing”. 


3.04 Methods Adopted in the Past to Protect 
Against Undue Economic Dependency In 
Canada, the problems of economic dependency 
and foreign ownership are not new, and dur- 
ing its history Canada has developed varied 
means of handling them. Early in Canadian 
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history it was realized that the existence of 
a more industrially advanced United States 
posed certain dangers to the nation’s econo- 
mic independence which required govern- 
mental assistance and intervention. From the 
time of Sir John A. Macdonald’s “National 
Policy” to the recently announced uranium 
mining regulations, a succession of Canadian 
Governments have taken a variety of meas- 
ures, most often pragmatic and “ad hoc” in 
character, to promote Canadian cohesion, pro- 
tect Canadian interests and to avoid undue 
dependency upon the United States. 


Measures which have had the effect of pro- 
tecting Canadian independence include: (a) 
public ownership or investment in enterprises 
considered vital to the nation; examples in- 
clude the Bank of Canada, the Industrial 
Development Bank, Canadian National Rail- 
ways, Air Canada, Canadian Broadcasting 
Corporation, Telesat, Panarctic Oils, Polymer 
Corporation, Eldorado Mining and Refining, 
Northern Transportation, Canadian Overseas 
Telecommunications, Atomic Energy of Cana- 
da and a number of other Crown corpora- 
tions; (b) the establishment of public regula- 
tory authorities with power to regulate rates 
and operations of industries vital to national 
development, such as The Canadian Transport 
Commission, The National Energy Board and 
The Canadian Radio-Television Commission; 
(c) specific statutory provisions restricting the 
degree of foreign ownership in key sectors of 
the economy and requiring officials to be 
Canadian citizens or residents, for example, 
statutory regulations relating to banks, fed- 
eral insurance, trust and loan companies and 
radio and television broadcasting companies; 
(d) Income tax incentives designed to en- 
courage a degree of Canadian participation 
such as the Income Tax Regulations giving 
preferential treatment to companies in which 
there is at least 25% Canadian ownership 
and; (e) tariff and the tax protection designed 
to encourage Canadian production and to 
prevent domination of the Canadian market 
by foreign imports. 


3.05 The “Key Sector” Approach Among 
the significant techniques used by the Fed- 
eral Government to guard Canadian interests 
and to avoid undue dependency upon the 
United States is the “key sector’ approach 
i.e. strong protection in vital areas of the 
economy, namely financial institutions, trans- 
portation, energy and communications. In 


determining the type of action to be taken in 
the future, it is most important to assess how 
effective these techniques have proved to be 
in the areas where they have been applied. 


The Research Branch of the Library of 
Parliament prepared for the committee a 
detailed memorandum summarizing the laws 
and regulations limiting foreign influence in 
these key sectors. This memorandum has 
been filed as an exhibit (see the Committee’s 
minutes of proceedings dated June 19, 1970,) 
and accordingly a brief summary only is 
given in this Report. 


3.06 Financial Institutions The Bank Act 
stipulates that at least three-quarters of the 
directors of a chartered bank must be Cana- 
dian citizens ordinarily resident in Canada. 
The Act limits the proportion of shares of a 
bank that can be held by non-residents to 
25% and provides that no one person may 
hold more than 10% of the shares. Somewhat 
similar provisions apply to federally incor- 
porated life insurance companies. One of the 
purposes of Bill C-179, now before Parliament 
is to apply to investment companies limita- 
tions rather similar to those applicable to the 
banks. No such regulations apply to federal 
insurance companies (other than life com- 
panies), mutual funds, money market dealers 
or provincially incorporated insurance, trust 
or loan companies. 

Canadian financial institutions are mainly 
Canadian owned and in part this may be due 
to the protective regulations above sum- 
marized. 


3.07 Transportation A large segment of 
Canada’s transportation industry is protected 
from American influence by public owner- 
ship of Canadian National Railways and Air 
Canada. 

There appear to be no legal provisions for- 
bidding the takeover of vital Canadian trans- 
port enterprises by American interests. How- 
ever, such transportation industries are closely 
regulated by the Canadian Transport Com- 
mission under the authority of the National 
Transportation Act. 

Air carriers are also regulated under the 
Aeronautics Act: Sections 13 and 15 of that 
Act restrict licensing, mergers or transfers. 
Similarly Section 204 (2) of the Air Regu- 
lations require that to be the registered 
owner of a Canadian aircraft, a corporation 
must have at least two-thirds of its directors 
Canadian citizens. 
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Again, the Canadian transportation indus- 
try is overwhelmingly Canadian owned with 
the exception of oil and gas pipelines which 
are regulated under the National Energy 
Board Act. 


3.08 Communications A rather complete 
system of public ownership and regulation 
prevents undue foreign ownership or control 
of the Canadian communications industry. 
The Canadian Broadcasting Corporation is 
a crown corporation. Section 2(b) of the 
Broadcasting Act declares that; 
“The Canadian broadcasting system 
should be effectively owned and con- 
trolled by Canadians so as to safeguard, 
enrich and strengthen the cultural, poli- 
tical, social and economic fabric of Can- 
ada.” 


Pursuant to this provision, the law on radio 
and television ownership requires that enter- 
prises receiving new or renewed licences must 
be at least 80% Canadian owned; i.e. 80% 
of all shares must be owned by one or more 
Canadians and all directors must be Cana- 
dian citizens. 

The Act also established a regulatory au- 
thority, the Canadian Radio-Television Com- 
mission—with complete authority over the 
licensing operations of radio and T.V. sta- 
tions including cable T.V. 


In June 1965 action was taken to protect 
Canadian newspapers and periodicals from 
advertising competition of United States pub- 
lications. 


An amendment to the Customs Tariff pro- 
hibited entry to Canada of special editions of 
periodicals including a split run or a regional 
edition, containing advertising specifically 
directed at the Canadian market. In addition, 
ordinary editions of periodicals with more 
than 5% of their advertising directed at the 
Canadian market were prohibited. 


The Income Tax Act also was amended to 
disallow income tax deductions for adver- 
tisements intended for the Canadian market 
and placed in a non-Canadian newspaper or 
periodical. A newspaper or periodical was 
considered to be non-Canadian if more than 
25% of its voting shares was owned by non- 
Canadians. In effect an exception to this 
legislation was made for the Canadian edition 
of Time and for Readers Digest. 


The effect of this income tax amendment 
was to dissuade foreigners from bidding for 
control of Canadian newspapers or periodi- 
cals. If they held more than 25% of the vot- 
ing shares their publication would not be 
such an attractive vehicle for Canadian ad- 
vertisers as a rival journal not subject to 
the income tax deduction penalty. 

Canadian law does not prevent a foreign 
enterprise from owning telephone companies. 
There are more than 2,000 separate telephone 
systems and companies in Canada. The eight 
main companies are associated in the Trans- 
Canada Telephone System formed in 1931 to 
develop and maintain an all-Canadian long 
distance network. They are the Bell Tele- 
phone Company of Canada which provides 
two-thirds of the country’s telephones, the 
Avalon Telephone Company, Limited, of 
Newfoundland, the Maritime Telegraph and 
Telephone Company Limited, the New Bruns- 
wick Telephone Company Limited, the Mani- 
toba Telephone System, Alberta Government 
Telephones, Saskatchewan Telecommunica- 
tions and the British Columbia Telephone 
Company. 

The Alberta, Saskatchewan and Manitoba 
companies are owned by the provincial gov- 
ernments. The other five companies in the 
Trans-Canada System are private. All are 
provincially chartered except Bell and B.C. 
Telephone Company which have Federal char- 
ters. Bell (5,500,000 telephones) serves On- 
tario and Quebec and provides communica- 
tions in Labrador and the North West 
Territories. It has a controlling interest 
through stock ownership in the Avalon and 
New Brunswick companies. Maritime Tele- 
graph and Telephone Company Limited serves 
Prince Edward Island and Nova Scotia, Bell 
owns a majority of its shares but does not 
have voting control. 

Most telephone systems are subject to 
some degree of government regulation. The 
degree of regulation and whether they are 
federally, provincially, or municipally regu- 
lated depends on their particular charters 
and circumstances. For example, the largest, 
Bell Telephone is regulated as to its rates and 
to some extent as to its operations by the 
Federal Board of Transport Commissioners. 


The important computer industry is not 
subject to regulation as to ownership or oper- 
ations and in fact it is almost entirely Ameri- 
can owned. 
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3.09 Energy Extensive Canadian control of 
the important energy industry is maintained 
by the National Energy Board which was 
established by the National Energy Board 
Act in 1959. The Board has complete control 
over all stages of production, movement, 
sale or disposal of energy and sources of 
energy, wherever the Parliament of Canada 
has jurisdiction, (including the Territories) 
and over inter-provincial and international oil 
and gas pipelines and electric power lines. 
This control includes the licensing of con- 
struction, standards of construction and 
operation and the regulation of rates. 


Recently the Government acted to prevent 
the takeover of one of Canada’s largest 
uranium producers, Denison Mines Limited. 
It also announced regulations designed to 
maintain and encourage the growth of Cana- 
dian participation in the industry while per- 
mitting reasonable participation by non-resi- 
dents. 

While the energy industry is subject to 
Canadian control through the National Energy 
Board, as noted in Section 3.02, United States 
firms are dominant in the mineral fuels (oil 
and gas) production and distribution and in 
the important oil and gas pipeline industries. 

In his testimony before the Committee, 
Professor A. E. Safarian of the Department of 
Political Economy, University of Toronto 
stated that more elaborate controls are not 
necessary in the energy industry: 

... “because we have already developed a 
system of regulations so that the Federal 
interprovincial and international trade is 
backed up by an agency, the National 
Energy Board.” 


It appears from this brief review that the 
techniques which have been employed in 
these key sectors of the economy have been 
effective in preserving Canadian control with 
the exception of the oil and gas industry. 
Other sectors of the Canadian economy, how- 
ever, have not been protected. 


3.10 The Multi-National Corporation Much 
evidence was presented to the Committee 
with regard to very special problems resulting 
from the large number of huge foreign based 
corporations operating in the United States, 
Canada and many other countries in the 
world. Such corporations are often referred 
to as “international” corporations or “multi- 
national” corporations or “global” corpora- 
tions. A study of these corporations has been 
completed recently by Professor Behrman for 
the Economic Council of Canada. He con- 
cluded that it was probably a misnomer to 
call these corporations “multi-national” or 
“international” as it is impossible for a com- 
pany to claim more than one ‘parent’ govern- 


ment and that in any conflict of interest 
between the parent government and the host 
government a company would obey the dic- 
tates of the parent government. “It cannot 
possibly serve the interests of all governments 
dispassionately,” he said, “nor can it be truly 
“international” or “multi-national.” 


While recognizing that the name may be a 
misnomer, for convenience the term “multi- 
national” corporation is used in this Report. 


In giving evidence before the Committee 
and referring to the report of the Task Force 
on the Structure of Canadian Industry (the 
Watkins Report), Professor Rotstein described 
the growth and significance of “multi-natio- 
nal” corporations in striking terms: 


“It was the Task Force’s notion that 
we are dealing with something of far 
wider interest; what we are really deal- 
ing with is a global phenomenon, namely, 
the spread of the ‘multi-national’ corpo- 
ration in the world today. Therefore, the 
significance of the Canadian experiences 
is far wider than its immediate effects on 
Canada. We are in a sense a DEW line, 
a distant early warning system for most 
of the countries of the non-Communist 
world, who are increasingly facing pre- 
cisely the same situation, precisely the 
same problem. 

One instance, or one recent figure that 
bears out the validity of our approach, 
I believe, is the fact that in 1968 the pro- 
duction abroad of all multi-national cor- 
porations outside their home country was 
in the order of 300 billion dollars... 
Together, the production abroad of these 
corporations is now the third largest eco- 
nomy in the world, second only to the 
domestic production of the United States 
and Soviet Union. There have been vari 
ous forecasts of the rate of expansion, all 
of them have now been exceeded. The 
rate of growth of the multi-national cor- 
poration is phenomenal. 

It is estimated by one of the leading 
authorities, Professor Behrman, that by 
1987, these multi-national corporations 
will be producing one-third of the total 
output of all countries in the non-Com- 
munist world. If you think about that 
for a moment, you will realize that there 
are very significant political implica- 
nls er 


It appears that the rapid growth of the 
multi-national corporations results from being 
in the more dynamic sectors of industry, that 
they generate capital funds more readily, that 
they develop young highly efficient and ag- 
gressive management groups and emphasize 
research and development. 
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In his evidence before the Committee, Pro- 
fessor Rotstein, indicated that a multi-natio- 
nal firm regulated only by ordinary market 
discipline in the competitive economy would 
naturally tend to pursue its own interests 
selfishly. Powerful as it was, it could mani- 
pulate marketing agreements, patents, trade- 
marks, licence and management fees, pricing 
policies for components and final products, as 
well as implement its powers in deciding the 
location and extent of production and re- 
search facilities. A broader view of what was 
in the public interest of diverse countries 
would be unlikely to come from these un- 
regulated multi-national corporations com- 
peting against each other. 

The large multi-national firms often wield 
considerable “negotiating” power when con- 
fronting host governments desirous of the 
benefits potential investments can bring. Such 
power can be used to force concessions and 
advantages from governments, (for instance, 
from provincial and regional governments and 
economically-depressed areas in Canada), 
which negates some of the benefits associated 
with foreign investments. Another weapon in 
the hands of the powerful multi-national firm 
is the threat it can use of moving its plant 
out of the country if certain advantageous 
conditions are not accorded it. A domestic 
firm with no foreign affiliations does not have 
an equal negotiating power. Even a United 
States corporation with a branch plant oper- 
ating in the Canadian market only has less 
bargaining power. A similar threat to move 
the plant or to close down can be used by 
the multi-national corporation against the 
bargaining position of the labour unions. 

Professor Rotstein indicated that the multi- 
national corporations required supervision: 

“,.Oour primary task should be to stabil- 
ize a potentially explosive situation. To 
stabilize, we mean to prepare the proper 
safeguards for the protection of the 
interests of other nation states; some 
supervision of the activities of these com- 
panies.” 


As for such safeguards, Professor Rotstein 
in his testimony recommended that the Gov- 
ernment establish a special agency in Canada 
to co-ordinate policies with respect to multi- 
national corporations which are now being 
dealt with separately by a number of govern- 
ment departments and agencies. He empha- 
sized that we needed substantially more 


information than is collected at the present, 
that we must continually review licensing 
agreements with the aim of reducing restric- 
tions to the minimum, that market sharing 
and international commodity agreements must 
be examined and that taxation procedures 
must be reviewed to prevent hidden tax 
evasion. 

On the other hand, Mr. George Ball, a 
former United States Under-Secretary of 
State, in his testimony before the Committee 
contended that multi-national corporations 
had certain advantages or potential advan- 
tages. 

“Extraordinary developments, particu- 
larly since the Second World War—the 
quick transport of people and _ goods, 
instant communications, computers and 
new sources of material and energy—all 
these have brought into sharp relief what 
was already beginning to emerge during 
the earlier part of the Twentieth Century 
—the awkward conclusion that the na- 
tion-state is no longer an adequate or 
even a very relevant economic unit. 


Men from the earliest times have 
pushed their caravan routes across na- 
tional boundaries, buying and selling, in 
search of profits. But with the invention 
of that ingenious fiction, which many now 
inelegantly call the ‘multi-national cor- 
poration’, our entrepreneurs no longer 
confine their efforts to producing goods 
at home which they sell abroad. Great 
corporate enterprises now range the 
world, buying raw materials wherever 
they can be procured most cheaply 
employing labour wherever it can be 
found at the lowest cost, constructing 
plant facilities wherever they can be 
built and operated most efficiently, and 
deploying all of these factors of produc- 
tion with substantial flexibility on the 
basis of business decisions made less and 
less in terms of national market and 
increasingly in terms of the world eco- 
nomy. 

To an extent, of course, you will recog- 
nize that what I described overstates 
present reality. It is more the unspoken 
goal toward which great corporations are 
moving than their present realization of 
that goal. Yet enough companies have 
moved far enough down that road to 
make it clear that our political engineer- 
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ing is out of phase with the needs and 
achievements of our modern industrial 
society. 

Viewed in its larger implications, the 
useful improvisation we call the ‘multi- 
national corporation’ is more than a de- 
vice by which men make money; it is a 
social and political instrument of first 
importance. As more and more multi- 
national corporations evolve towards the 
archetype I have described, they will, for 
the first time, make it possible for man- 
kind to use our finite store of world re- 
sources with maximum efficiency in 
accordance with the universal standard 
of measure, which is profit. 


The speed and extent to which the 
multi-national corporation fulfills this 
implicit promise will depend upon how 
intelligently men are able to adjust the 
activities—and indeed the concept—of 
nation-states to the insistent requirements 
of the complex industrialized world into 
which we are rapidly moving. Today, the 
life of every worldwide company is deep- 
ly troubled by the constant need to re- 
concile the demands of governments, ne- 
cessarily framed in national terms, with 
its own needs conceived in terms of the 
world economy. The larger meaning of 
this exercise is clear; to the extent that 
the requirements of governments stifle 
the full achievement of the multi-national 
corporation in the terms I have described 
it, to that extent will we achieve a less 
efficient use of our world resources. 


The problem as I see it, therefore, is 
how we can reconcile efficient resource use 
in terms of the world economy with those 
measures of political interference that 
may be thought essential for the happi- 
ness and the welfare of the people of a 
particular nation, large or small. In 
approaching this problem, I would cer- 
tainly not place the efficient use of re- 
sources above all other considerations; it 
is only one of the desiderata of which 
mankind must take accounts. There are 
compelling considerations that relate to 
spiritual and cultural needs—it has be- 
come fashionable to call the ‘quality of 
life’-—that should take high priority. The 
question I pose this morning, however, is 
the extent to which those needs can be 
met with minimum sacrifice to the objec- 
‘tive of efficient resource use.” 


The great majority of multi-national cor- 
porations operating in Canada are American 
owned with operating headquarters in the 
United States and very few are owned in 
Canada or other countries. 

It has sometimes been suggested that in- 
stead of resisting the multi-national form of 
organization, Canadians should adapt to it 
and indeed accept it, protect our few exist- 
ing multi-national firms and encourage ad- 
ditional Canadian firms to go multi-national. 
“If you can’t beat them, join them’’. 

Professor Behrman considers that ultimate- 
ly the effective regulation of the multi- 
national firm should be on an international 
basis. He emphasized the urgency of this 
problem and concluded that: 

“unless the governments of the major 
countries reassess their positions, powers 
and objectives very carefully and come 
to an agreement as to how to limit, use 
and direct this new phenomenon of the 
international corporation,” 


they will be forced by default, to accept the 
imposition of the American pattern. 
However until such time as international 
control can be made effective it will be neces- 
sary for individual nation-states, including 
Canada, to do their best to supervise and 
regulate these corporations in the public 
interest. Evidence given to the Committee 
indicated that regulation by individual nation- 
states could be effective. In reply to a ques- 
tion as to whether multi-national corporations 
might not play one state against another 
or shift their plants from one country to 
another in the event that individual states 
such as Canada attempted to regulate them, 
Professor Rotstein told the Committee: 


“First of all there are many countries 
that have taken far stronger initiatives 
in this area and have not prejudiced 
their position with regard to the multi- 
national corporations. I refer in parti- 
cular to Mexico and Japan whose ap- 
proach has been far more severe than 
the one we have used in Canada in 
terms of clear and unambiguous regula- 
tion .. From my own discussions with 
some of these executives of the multi- 
national corporations, the thing one hears 
most often is: just tell us the ground 
rules and we will observe them; do not 


29 


keep us hanging in an ambiguous situa- 
tion; decide what your objectives are; 
what you want to do; we will be very 
pleased to observe those rules.” 


3.11 The Takeover of Canadian Companies 
In recent years there has been increasing 
concern in Canada about the number of 
Canadian companies which are taken over 
by American owners by the purchase of 
shares or assets or as a result of mergers. 
Such takeovers represent one method where- 
by American owners make an investment in 
Canada. From the Canadian point of view 
this type of foreign investment may have 
certain disadvantages. Such takeovers result 
not only in an increase in the number of 
American firms in Canada but also in the 
decrease in the number of Canadian firms. 
When for example, foreign capital technologi- 
cal know-how and management combine to 
develop a Canadian resource or a new in- 
dustry, the foreign investors make a major 
contribution to Canadian development from 
which we all benefit. The foreign investor 
may be undertaking a project which never 
would be undertaken by Canadians alone 
because the level of Canadian technology, 
management and entrepreneurial skills are 
inferior to foreign capabilities and because 
the foreign investors can provide captive or 
better markets for the products of the enter- 
prise. These advantages do not exist where 
a successful existing Canadian company is 
taken over by foreign owners. 

Nevertheless it is also clear that there may 
be circumstances in which the takeover of 
Canadian companies by American investors 
would be in the interests of the Canadian 
economy. Where for want of a domestic 
buyer, a firm would otherwise go out of 
business, would it not be wiser to allow a 
foreign firm to come in? The foreign firm, 
in taking over could inject into the economic- 
ally stagnating Canadian firm new financing, 
new technology and perhaps access to an 
export market. The same United States firm, 
if prohibited from a “take-over” might, by 
setting up a new firm in Canada, drive the 
Canadian firm out of business. The whole 
question needs considerable research and 
close scrutiny to judge the merits of each 
case. Other countries such as France, the 
United Kingdom and Japan have formal 
screening procedures which the foreign in- 
vestor must consult before undertaking direct 


investment. (For a summary of these pro- 
cedures see Sections 3.21-3.23 below). 

The Committee is conscious that last- 
minute measures concerning ‘“take-overs” 
such as occurred recently in the uranium 
industry create an uncertain investment atti- 
tude which may prove inhibiting to necessary 
capital developments. For this reason it 
favours a clear statement of government 
policy on foreign ownership and an effective 
screening agency which will reveal the basic 
attitudes and let investors know where they 
stand. 


3.12 Gap in Canadian Capital Markets Re- 
peatedly, in evidence given before the Com- 
mittee it was emphasized that there is a vital 
gap in Canadian financial institutions in that 
there are very few Canadian financial insti- 
tutions which are prepared to play the role 
played by the merchant bankers in Europe 
and America. The basic role of the merchant 
bankers is to assist in raising capital for new 
and sometimes risky ventures, to organize 
consortia of investors, to mobilize entrepre- 
neurial capital and to provide management 
assistance. 


The Watkins Report indicated that to some 
extent this function was performed by the 
closed-end funds. It recommended that con- 
sideration should be given to two specific 
steps which would facilitate closed-end funds 
in this important role. 

“One possibility is that they be given 
the right to buy in their own stock under 
certain controlled conditions. Such pur- 
chases would tend to eliminate the dis- 
count and improve the marketability of 
the stock... 


Another possibility is that closed-end 
funds should have the right, if they so 
elect to declare and distribute their capi- 
tal gains without penalty.” (Watkins Re- 
port, pages 271 and 272) 


It was also suggested to the Committee that 
the proposed Canadian Development Corpo- 
ration might assist in performing this func- 
tion. 


3.13 Federal Grants to Foreign-owned Firms 
Non-resident owned firms have received 
50.3% of the $358 million in federal grants 
paid to industry under certain selected pro- 
grams during the 1965/66-1968/69 fiscal years. 
Canadian-owned firms received $173 million 
(48.4%) while non-resident owned firms re- 
ceived $180 million. These grants were made 
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under the following programs: Industrial Re- 
search and Development Assistance Program; 
Automotive Adjustment Assistance Program; 
General Adjustment Assistance Program; 
Program for the Advancement of Industrial 
Technology; Ship Construction Subsidy Pro- 
gram; Industry Modernization for Defence 
Exports Program; Defence Development 
Sharing Program, and the Defence Industry 
Productivity Program. The Industry Modern- 
ization for Defence Exports Program and the 
Defence Development Sharing Program were 
consolidated on May 1, 1968 as a single pro- 
gram: the Defence Industry Productivity 
Program. 


Non-resident owned firms received 59.1% 
of federal grants paid under the Defence 
Industrial Research Program of the Defence 
Research Board during the 1965/66-1968/69 
fiscal years. Canadian-owned firms received 
$7,583,948 (40.9%) while non-resident owned 
firms received $10,959,268. Information on 
grants made under the Regional Development 
Incentives Act is not yet available. 

Foreign-owned firms received 63.4% of 
federal grants paid under the Industrial Re- 
search Assistance Program, administered by 
the National Research Council, during the 
1965/66-1968/69 fiscal years, Canadian owned 
firms received $8,479,400 (36.6%) while non 
resident owned firms received $14,678,400. 

Foreign-owned firms received a distinctly 
larger percentage of the grants in the high 
technology industries concerned with defence 
production. In 1967-68, under the Industry 
Modernization for Defence Exports Program, 
non-resident owned firms received 75% of 
the over $10 million in grants. During the 
same year, they received 95% of the nearly 
$23 million in grants under the Defence De- 
velopment Sharing Program. Under the De- 
fence Industry Productivity Program in 1968- 
69, foreign-owned firms received 88% of the 
nearly $30 million granted. However, under 
the Ship Construction Subsidy Program, the 
Canadian-owned firms fared better: in 1968- 
69 Canadian firms received 66% of the $22 
million in grants, under the Program for the 
Advancement of Industrial Technology, during 
1968-69 they received 67.7% of federal grants. 


Under the Industrial Research and Develop- 
ment Assistance program, foreign-owned 
firms received 44% of the grants during 
1968-69 and only 9% of the grants under the 
Automotive Adjustment Assistance Program 
in the same year. 

The Committee recognizes that for rea- 
sons indicated in Section 3.25 below it may be 
desirable to encourage foreign investment in 
slower growth regions of Canada. It also 
recognizes that the large foreign-owned com- 
panies are often in the dynamic, high-growth 
industries and are well placed and capable 
of meeting demands for the production of 
highly specialized saleable products and that 
these support schemes often have accumula- 
tive benefits in providing a toe-hold in foreign 
markets for other products as well. 


Clearly a rigid policy of ‘‘no grants to for- 
eign-owned firms’? would be shortsighted and 
policies must remain flexible: however, in 
allocating grants, the Committee believes that 
an important factor to be taken into account 
in all these cases should be whether or not 
the corporation in question is Canadian-owned 
or foreign-owned. It is important that Federal 
and provincial grants be consciously used as 
a lever to stimulate innovation by Canadian 
firms with potential capability and also to 
induce foreign-owned firms to make equity 
participation available to Canadians. 


3.14 Foreign Ownership of Patents, Trade- 
marks and Industrial Designs Evidence made 
available to the Committee indicates that 
special problems may face Canada because of 
a large scale ownership by non-residents, 
mostly Americans, of intangible industrial 
property such as patents, trademarks and 
industrial designs which are particularly im- 
portant in the most rapidly developing indus- 
tries based upon improved technology. 


A study based upon 1964 figures, indicated 
that of all the patents issued in Canada 96% 
were issued to non-residents. The percentage 
of foreign patents issued to non-residents in 
the United States was 20%, in Germany 39%, 
in Great Britain 73%, in France 66%, in 
Japan 36% and in Sweden 77%. 

Canadian laws relating to patents of inven- 
tion and other intangible technological proper- 
ty, including industrial designs and trade 
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marks, are based largely upon British and 
American laws. These countries were early 
leaders in technological development and it 
was in their interests to establish relatively 
strict laws for the protection of such intan- 
gible property, a large proportion of which 
was owned by their citizens. At the present 
time, most western countries except the Soviet 
Bloc belong to the International Convention 
for the Protection of Industrial Property. This 
convention grants reciprocal rights to citizens 
of countries which are parties to the conven- 
tion. 

The laws relating to patents and other 
intangible technological property are not 
necessarily the same and indeed vary greatly 
with regard to their strictness among the 
parties to the international convention. Canada 
therefor has three options: (a) to dispense 
with such laws altogether, (b) to repeal its 
present laws and replace them by laws which 
would be less restrictive, and (c) to adhere 
substantially to its present system. 


Relatively very little of this type of proper- 
ty is now owned by Canadians. Accordingly 
most of the royalties paid by Canadians for 
using the intangible property protected by our 
legislation is paid to non-residents. Perhaps 
more important, since our present legislation 
makes no provision for compulsory licencing 
on reasonable terms (except for food products 
and drugs, or where the intangible property 
rights are being abused by the owner) our 
present laws may restrict the development in 
Canada of certain industries, particularly the 
industries dependent upon high technology. 
Alternatively, they may impose a high degree 
of dependency on Canada in negotiating with 
foreign owners for the use of patents and 
other intangible technological property owned 
by non-residents but protected from use in 
Canada by Canadian laws. 


The Royal Commission on Patents, Copy- 
right and Industrial Design (the “Ilsley Com- 
mission”) investigated this situation and re- 
ported in 1960. 


In its report the Ilsley Commission referred 
to paragraph nine of the Second Interim 
Report prepared by the Swan Committee, 
appointed by the president of the Board of 
Trade to the United Kingdom in 1944: 


“The theory upon which the patent 
system is based is that the opportunity of 
acquiring exclusive rights in an invention 
stimulates technical progress, mainly in 
four ways; first, that it encourages re- 
search and invention; second, that it in- 


duces an inventor to disclose his dis- 
coveries instead of keeping them as a 
trade secret; third, that it offers a reward 
for the expense of developing inventions 
to the stage at which they are commer- 
cially practicable; fourth, that it provides 
an inducement to invest capital in new 
lines of production which might not 
appear profitable if many competing pro- 
ducers embarked on them simultaneously. 
The history of industrial development 
seems on the whole to have justified this 
theory. Patent systems similar to our own 
[the English system] have been adopted 
and are in operation in almost all indus- 
trial countries, and the general principles 
are embodied in the International Con- 
vention for the Protection of Industrial 
Property, to which every European coun- 
try, except the Soviet Union, has sub- 
scribed and to which many non-European 
countries, including the British Domi- 
nions, the United States of America, 
Brazil, and Japan, also belong”’. 


Then after referring to the Soviet method 
of encouraging and rewarding inventors the 
Swan Committee came to the conclusion that 
the existing system should be retained in 
Great Britain. 


The Ilsley Commission also quoted evi- 
dence given by Professor Melman, a mem- 
ber of the Department of Industrial Engineer- 
ing, Columbia University, who was reported 
to have had a long standing, active and down- 
to-earth interest and experience in the sub- 
ject of industrial productivity and research: 


“The patent system in the contempo- 
rary scene has not, as a rule, promoted 
conditions which facilitate research and 
science or the industrial arts. On the 
contrary, in universities the effect of 
patenting pressure has been to interpose 
managerial controls and commercial 
pressures where free, uninhibited inquiry 
is needed to promote the flow of science. 
In industrial laboratories research in the 
useful arts has been expanded rapidly, 
without a parallel growth in patenting 
activities. Moreover, the experience of 
a few firms whose patent privileges have 
been recently abridged, indicates that 
these managements maintain and expand 
their industrial research in order to cope 
with problems of product and cost com- 
petitions. The development of research 
in these and similar firms will bear close 
watching. 


a2 


With or without a patent system the considerations might apply to a small country 
efficient pursuit of knowledge in the uni- or predominantly non-industrial country. 


versities and other nonprofit institutions 
will continue, within the limits of avail- 
able resources, so long as the production 
of knowledge is treated as a sufficient 
end in itself. Industrial firms will continue 
to enlarge their research in the useful 
arts as dictated by competitive needs 
with or without patent privileges. Hence- 
forth, in the judgment of this writer the 


“The position of Canada _ vis-a-vis 
other countries of the world is notable in 
one respect and that is the surprisingly 
large proportion of Canadian patents 
which are applied for on inventions made 
by inventors who are not residents of 
Canada.” 


The Ilsley Report also quoted from a book 


entitled “The Economics of the International 


main impetus for the promotion of 
science and the useful arts will come, 
not from the patent system, but from 
forces that lie outside that system.” 


The Ilsley Commission also referred to a 
study by Fritz Machlup of the Department 
of Political Economy, Johns Hopkins Uni- 
versity, who presented the economic argu- 
ments for and against the patent system as 
a whole: 


“No economist, on the basis of present 
knowledge, could possibly state with cer- 
tainty that the patent system, as it now 
operates, confers a net benefit or a net 
loss upon society. The best he can do is 

‘to state assumptions and make guesses 
about the extent to which reality corre- 
sponds to these assumptions. 


If one does not know whether a sys- 
tem ‘as a whole’ (in contrast with certain 
features of it) is good or bad, the safest 
‘policy conclusion’ is to ‘muddle through’ 
either with it, if one has long lived with 
it, or without it, if one has lived without 
it. If we did not have a patent system, 
it would be irresponsible, on the basis 
of the present knowledge of the economic 
consequences to recommend instituting 
one. But since we have had a patent 
system for a long time, it would be ir- 
responsible, on the basis of our present 
knowledge, to recommend abolishing it. 
This last statement refers to a country 
such as the United States of America— 
not to a small country and not to a pre- 
dominantly non-industrial country, where 
a different weight of argument might 
well suggest another conclusion.” 


The Ilsley Report goes on to note that the 
author of this Study indicates that different 
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Patent System” by Mrs. Editha Penrose: 


“Any country must lose if it grants 
monopoly privileges in the domestic mar- 
ket which neither improve nor cheapen 
the goods available, develop its own pro- 
ductive capacity nor obtain for its pro- 
ducers at least equivalent privileges in 
other markets. No amount of talk about 
the ‘economic unity of the world’ can hide 
the fact that some countries with little 
export trade in industrial goods and 
few, if any, inventions for sale have 
nothing to gain from granting patents on 
inventions worked and patented abroad 
except the avoidance of unpleasant for- 
eign retaliation in other directions. In 
this category are agricultural countries 
and countries striving to industrialize but 
exporting primarily raw materials.” 


The Ilsley Commission noted that: 


“The foregoing suggests the observa- 
tion that the economic advantages, such 
as they are, of dispensing with the pat- 
ent system would be at least as great in 
Canada as elsewhere: Presumably, the 
research leading to the inventions made 
in the United States which are patented 
in Canada would not be diminished or 
altered in its character by the abolition 
of the patent system in Canada so long 
as the United States maintained its pat- 
ent system. Similar considerations would 
likely apply to most other foreign inven- 
tions. If there were no patent protection 
in Canada, Canadians could use, royalty 
free, inventions patented abroad. This, 
however, might be in fact the sharing in 
what might be regarded as the fruits of 
patent systems elsewhere benefitting 


from the free imitation of technologies by Professor Safarian in his testimony before 
developed abroad without sharing the the committee. 


costs of these benefits. 

On the whole we have come to the 
conclusion that even to Canada with its 
large preponderance of foreign owned. 
Canadian patents the words in the con- 
cluding passage of Fritz Machlup’s study 
apply—‘if we did not have a patent sys- 
tem it would be irresponsible, on the 
basis of our present knowledge of its 
economic consequences, to recommend 
instituting one. But since we have had a 
patent system for a long time it would be 
irresponsible, on the basis of our pres- 
ent knowledge to recommend abolishing 
Tiga 

The Ilsley Commission then went on to 
consider whether licences on reasonable terms 
should be compulsory under all patents. It 
considered the argument that if this were 
done it would be impossible for smaller en- 
terprises which form the heart of the nations’ 
industrial strength to maintain themselves. 
It came to the conclusion that this argument 
was too broad but that it might be true for 
some smal] enterprises: 


“As regards such small enterprises as 
presently rely on exclusive patent rights, 
much would depend upon the size of the 
royalty. But the prospect of attempting 
to build and maintain an enterprise on 
the basis of a patented invention which 
competitors, perhaps immensely large and 
well entrenched, would be entitled as of 
right to work upon payment of a reason- 
able royalty, might, we think, in some 
cases be sufficient to deter either the es- 
tablishment or the continuance of the 
enterprise. There would be other possible 
disadvantages as well. The prosecution of 
research in Canada would to a certain 
extent, we think, be discouraged, as fruits 
of research by others would be available 
as of right upon payment of a royalty. 
This possibility we are prepared to con- 
template and accept in the case of food, 
medicines, and surgical and therapeutic 
devices because in that connection there 
are other, and, we think, more important 
considerations but we are not recom- 
mending that the principle be applied 
generally. But it should be possible to 
compel the patentee to grant licences in 
certain special situations which are fully 
dealt with below.” (i.e. where the exclu- 
Sive rights are being abused by the 
owner). 


The restrictions imposed upon Canada by 
existing laws relating to patents and intan- 
gible technological property were discussed 
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“Yes, it is a matter of importance. Ten 
years ago I tried to get the Government 
of Canada to do a study of the restriciions 
on export franchises of subsidiary com- 
panies. The Government of Canada has 
never done the study. The Government 
of Australia, however, did such a study, 
and it is very interesting. I made my own 
private survey, which has all the limita- 
tions of a private survey, that showed 
that a significant minority of firms in- 
volved in exports had export limitations, 
franchises that were limited. Either they 
could not export at all, or only to Com- 
monwealth countries, or certain other 
selected countries. There were quite a 
few other firms, by the way, which had 
world-wide franchises; they could export 
anywhere. That particular approach is 
covered in my book. 


The really pressing problem, the one 
that I had most difficulty with, was the 
question of the patent system. Very 
often the limitation on the export fran- 
chise takes this form: the Canadian sub- 
sidiary is given the patent rights to a 
certain product or process but only for 
the Canadian market. The reason is that 
the parent company has given the patent 
rights for the German market to a Ger- 
man subsidiary, or an independent firm; 
for the British market to a British sub- 
sidiary, or independent firm. The other 
side of the coin, of course is that none of 
the other firms, or the independent firms, 
can export to Canada, because in almost 
all cases the patent rights are exclusive. 
The Canadian subsidiary get exclusive 
rights to Canadian market. 

Really, Mr. Chairman, the question we 
have to face is this: At this point in our 
development as a nation and particu- 
larly our industrial development, would 
we be willing to give up the protection 
that exclusive patents give, against im- 
ports into the Canadian market, in re- 
turn for more access to foreign markets? 
I think, by and large, we ought to go in 
that direction because our industries are 
becoming more efficient and, with appro- 
priate industrial policies, they will be 
more efficient; and our interests have 
changed. For a long time, it may have 
been in our interest simply to have that 
patent protection for certain limited pur- 
poses; but, now, I think many firms are 
finding themselves in a position where 
they would like to export to countries 
where there are export restrictions; inci- 
dentally, not only foreign-owned firms 


but independent Canadian-owned firms 
which get access to a foreign patent: they 
have no ownership relationship with the 
foreign firm, they get a licensing agree- 
ment. But the restriction is that they can- 
not export the product; it is a restriction 
on them as well. The real question is: in 
which direction should we go? I think 
we should push for reducing these re- 
strictions, even though it would give us 
less protection on the import side: I think 
that might not be a bad thing. 


I would like to see some sort of agency 
which had information on this, and which 
could in particular cases get the private 
firm and the Canadian government to 
negotiate access to the foreign market 
which is covered by a contractual patent. 
This raises very important issues with 
respect to our adherence to the Interna- 
tional Convention for Protection of In- 
dustrial Property. But, as I say, I think 
we ought to go in that direction; and, 
from time to time, I think we could 
negotiate ourselves in some of these re- 
strictive patent agreements, and _ the 
foreign-owned firm as well as the Cana- 
dian-owned firm could move into some 
of these export markets. In return we 
would have to give up some of our pro- 
tection on the domestic side. 


The first thing Mr. Chairman, would 
be to have a good register of information 
on this which, as I say, I have been try- 
ing to get the government to do for a 
long time. Then, obviously, the next thing 
to do is to get an agency which will use 
this as an instrument of Canadian indus- 
trial policy where necessary to negotiate 
into foreign markets.” 


In view of the developments which have 
taken place since the Ilsley Report in 1960, 
and the increasing dependency of Canada 
upon foreign technology, it would appear 
reasonable to take another very careful look 
at the nature of our laws respecting patents 
and other intangible technological property 
to make certain that these laws are in fact 
in the interest of Canadians. The Committee 
understands that these laws have been re- 
ferred for review to the Economic Council 
of Canada. Such reviews should include con- 
sideration of the conclusions of the [Ilsley 
Commission with reference to the points 
mentioned above and particularly the three 
options now open to Canada referred to at 
the beginning of this section, as well as the 
restraints resulting from licensing arrange- 
ments referred to by Professor Safarian. 


3.15 Economic Advantages and Disadvantages 
of American Ownership—General The eco- 
nomic advantages and disadvantages of 


foreign investment and ownership have been 
described at length in the Watkins Report 
and need not be repeated here in detail. The 
advantages include the large capital inflows 
that are required, in addition to available 
Canadian savings, for Canadian resource and 
industrial development, the important con- 
tribution of advanced technology, highly de- 
veloped managerial and administrative skills, 
production techniques and financial and 
marketing skills, the expansion of produc- 
tive employment and exports and the access 
to expanded or new markets. Evidence given 
by Professor Safarian to the Committee also 
indicated that foreign investors often possess 
a different and greater capacity for risk- 
taking which results in the development of 
projects unlikely to be undertaken by Cana- 
dian investors. 

Professor Safarian suggested that the differ- 
ence in risk-taking capacity, which appears 
to be of vital importance, reflects a variety 
of factors such as the size of the firm, the 
degree of vertical integration, the pooling of 
many special, managerial and technical skills 
and the access to capital of the multi- 
national firm. In his opinion it might also 
reflect very fundamental social and psycho- 
logical factors which determine the extent 
and quality of entrepreneurship. These 
factors might include the lesser social mo- 
bility in Canada as compared to the United 
States, the much lower formal education of 
managers in Canada as compared with the 
United States or the failure to develop an 
efficient merchant banking system—partly 
due to the fact that for a century Canadian 
commercial banks were limited by law to 
commercial banking activities with emphasis 
on the security of loans and deposits. Finally 
the relatively small size of the Canadian 
market might itself limit the development of 
Canadian entrepreneurship competitive with 
that of the United States. 

Professor Safarian also pointed out that 
larger American owned firms can afford to 
take a longer view of markets and returns 
available from production and they can afford 
to wait which means they can develop and 
exploit opportunities which would not other- 
wise be exploited. 


However certain corresponding disadvan- 
tages were involved. Such firms might also 
delay exploiting resources after they had been 
proved, particularly in the case of multi- 
national corporations having alternative 
sources of supply abroad. Moreover it may 
take longer to correct mistakes of over- 
investment or inefficient investment by firms 
which have as much staying power as some 
of the larger foreign-owned firms. 
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Other disadvantages are equally clear. 
Foreign owners invest in Canada for profit 
and large foreign and American ownership of 
Canadian industries imply large profits and 
dividends to the foreign and American own- 
ers and large payments for business services 
such as management fees, royalties, franchise 
fees, professional fees, insurance etc. 


Some witnesses have distinguished between 
debt and equity investments. The suggestion 
has been made that equity investment, in- 
volving as it does the indefinite loss of con- 
trol, was a disadvantage: by substituting debt 
investment, Canada might obtain the foreign 
capital needed for development without loss 
of control. As other witnesses pointed out 
however, debt investment brings capital with 
fixed terms for repayment and_ servicing. 
These may prove onerous if the business is 
not as successful as anticipated particularly 
in the early years of development. In addi- 
tion equity capital may bring with it tech- 
nology and skill and the markets required for 
rapid development of the Canadian economy. 
Moreover, the sources of the two types of 
capital are not usually the same—equity 
capital comes largely from American corpora- 
tions while bond financing comes from 
American institutional investors. The two 
types of financing will not necessarily sup- 
plant one another, and it would seem that 
both types of foreign investment have cer- 
tain advantages and disadvantages. 

A study by the Guidelines Branch of the 
Department of Industry, Trade and Com- 
merce (entitled Foreign Owned Subsidiaries 
in Canada 1964-1967) also indicated that 
American owned companies have a tendency 
to favour purchases from their affiliates par- 
ticularly from affiliates and parent companies 
in the United States, thus increasing the ad- 
verse balance of commodity trade with the 
United States. 


The evidence presented to the Committee 
indicated that American investments in Cana- 
da combined with the extraterritorial appli- 
cation of American anti-trust laws (referred 
to in section 3.19 below) and undesirable 
Canadian tariff policies have resulted in a 
very undesirable fragmentation of the rela- 
tively small Canadian domestic market for 
manufactured products. In evidence to the 
Committee Dr. John Deutsch in making a 
plea for positive Canadian policies, com- 
mented that the policy of tariff protection in 


Canada had had undesirable effects in that it 
had encouraged the establishment in Canada 
of large numbers of subsidiaries of United 
States companies which entered Canada solely 
in order to take advantage of the protected 
Canadian market and to obtain a favoured 
position in the Commonwealth market behind 
the tariff wall. 


Professor Safarian’s evidence to the Commit- 
tee was to the same effect. The United States 
economy, more than ten times as large as the 
Canadian, is able to support a very large 
number of companies in each industry. In 
seeking to obtain their share of the pro- 
tected Canadian market many of these com- 
panies have set up subsidiaries in Canada 
badly fragmenting the small Canadian market 
with resulting high costs and inefficiency. This 
is compounded by the extraterritorial appli- 
cation of United States anti-trust laws 
which prevents such firms from establishing 
joint operations in Canada or from combining 
their operations after they are once estab- 
lished. 


Professor Safarian pointed out that other 
studies indicate that in certain sectors for- 
eign-owned firms are superior in performance 
to Canadian firms in that they pay higher 
wages and salaries, achieve a higher value of 
output per employee and have a larger in- 
vestment per worker. He emphasized how- 
ever that such studies are not particularly 
significant because they failed to differentiate 
between different types of industries. His con- 
clusion was that the performance of Canadian 
and American owned firms are distressingly 
similar with regard to exports, research done 
in Canada, profit, productivity and extent of 
competition, and that the performance of both 
the Canadian and foreign owned firms was 
very much worse than better managed firms 
outside Canada in many branches of secondary 
manufacturing. His conclusion was that this 
resulted from the adoption by Canada itself 
of a rather inappropriate set of industrial poli- 
cies including tariffs and other barriers to 
trade, a rather weak and poorly thought out 
combines policy and inadequate policies on 
research, taxation, and education and manage- 
ment development. 


3.16 Shift of Decision-Making to the United 
States One of the special disadvantages of a 
high degree of American ownership of Cana- 
dian industry has been the shifting to the 
United States of the making of vital decisions 


36 


with respect to operations in Canada of a 
very substantial and rapidly growing segment 
of Canadian industry. A number of witnesses 
claimed that it did not matter where or by 
“whom such business decisions were made 
since on balance the performance of Amer- 
ican owned subsidiary companies was at least 
-as favourable as their Canadian competitors 
as indicated above. Other witnesses main- 
tained that when important decisions affecting 
Canadian operations are made in the United 
States by American residents, such decisions 
are made in the interests of the American 
parent companies rather than in accord with 
the best interests of the Canadian public. 

In any event, the evidence presented to 
the Committee indicates that while the degree 
of decision-making enjoyed by the Canadian 
subsidiaries of American parent companies 
varies greatly depending upon the company 
and the officials involved, in most cases the 
most basic and vital decisions would be made 
by the head office in the United States no 
doubt after consultation with the officials 
of the Canadian subsidiaries. Professor 
Safarian told the Committee: 

“T have not developed at length here 
the ties between the parent and sub- 
sidiary. I would be quite happy to talk 
about that later and my conclusion would 
be the obvious one—that the owners of 
capital exercise ultimate decision-making 
with respect to subsidiaries. There has 
been a great deal of variety within this 
context... The thing that is common 
is, of course, that the parent company 
controls the voting stock and the owners 
of capital on major financial and policy 
questions must have their say.” 


While Professor Safarian did not think 
this point of importance providing the per- 
formance of the _ subsidiaries was _ good, 
Professor Rotstein considered it to be of 
vital importance. He told the Committee: 

“The point at issue is simply whose 
hand is on the lever. The point at issue 
is that we have at market prices as of 
1968, $40 billion of American investments 
in this country and there is a significant 
ambiguity on the question where primary 
control lies. This, gentlemen, in my view, 
is the essence of the issue on extra- 
territoriality.” 


As noted earlier the percentage of total 
Canadian corporate assets owned by Amer- 
ican dominated companies amounts to about 
19% (out of total foreign dominated cor- 
porate assets of 25%). It seems clear that 
to the extent that buying decisions, selling 


decisions, processing decisions, research and 
development decisions, investment decisions 
and export decisions of Canadian subsidiaries 
of American owned firms are made in the 
United States, certain areas of Canadian em- 
ployment, prices of products, production 
figures, national investment and export tar- 
gets may not be subject to Canadian control. 
Other witnesses pointed out that if non- 
resident ownership and control continue to 
increase there will be a growing weakening 
of our ability and capacity to make our own 
decisions about national subjects and to take 
steps to implement them. Professor Safarian 

put it this way; 
“...the inability to make some big deci- 
sions on one’s own can impede the learn- 

ing process.” 


Nevertheless despite all the disadavantages 
referred to, the evidence presented to the 
Committee indicated that foreign and Amer- 
ican capital and the skills, techniques and 
knowledge which have accompanied it have 
been essential for Canada’s development, and 
have brought a very substantial net benefit 
to Canada. 


3.17 Extraterritoriality—General There was 
almost complete unanimity among all wit- 
nesses who appeared before the Committee 
that the extraterritorial application of Amer- 
ican laws to Canada must stop. Even the 
American witnesses who appeared before 
the Committee agreed. Mr. George Ball told 
the Committee: 

“One exception... is, of course, where 
the United States Government has—as 
has occurred from time to time—sought 
to impose its own national policies or 
prejudices on Canada through the extra- 
territorial application of the American 
laws, particularly those having to do 
with the regulation of exports to China 
or Cuba. 


I have always regarded this as a 
thoroughly misguided practice on the 
part of my government. I opposed it 
when I was in a position of responsibility 
in my own government and succeeded, 
in certain instances, in preventing what 
seemed to me quite unwarranted inter- 
ference in the affairs of other nations. 
It is a practice born of an excess of 
bureaucratic zeal and, in my view, has 
little survival value. I am delighted that 
the Nixon Administration has taken the 
first steps to limit the practice so far as 
trade with China is concerned—although, 
in my view, it has not yet gone far 
enough.” 
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This problem was carefully examined in 
1965 in the Merchant-Heeney Report. It re- 
commended that the United States should 
clearly exempt American controlled sub- 
sidiaries in Canada from the effect of Amer- 
ican legislation. This is obviously the ideal 
solution to the problem. However negotia- 
tions between the two countries have so far 
not produced any action of this sort although 
it is the Committee’s impression that serious 
negotiations have not actually been under- 
taken. Rather, when Canada has suffered 
from the results of the extraterritorial appli- 
cation of United States laws, it has tended 
to ask for specific exemptions and while 
these are usually granted, this is not an 
appropriate solution from Canada’s point of 
view. As was stated in the Watkins Report: 


“Tt is necessary, if Canada’s sovereignty 
is not to be eroded and its national inde- 
pendence diminished, that positive steps 
be taken to block the intrusion into 
Canada of the United States law and 
policy applicable to American-owned sub- 
sidiaries’’. 

The three important areas where American 
laws apply to Canada are control of exports, 
anti-trust laws and policy, and balance of 
payments policy. 


3.18 Extraterritoriality—Control of Exports 
The United States has a number of laws and 
regulations which control trade with Com- 
munist countries. These laws reflect American 
foreign policy objectives including those relat- 
ing to national security. In general terms, 
these laws prohibit the export of goods con- 
taining American components or technical 
data to Communist countries, and this pro- 
hibition extends to exports from Canada and 
other countries, by affiliates or subsidiaries 
of American firms. Canadian law however, 
permits trade with Communist countries ex- 
cept for certain strategic goods. 


An obvious conflict of interest for Cana- 
dian-based subsidiaries and their directors 
and officers results when the American parent 
firm under threat of legal action seeks to 
impose these United States restrictions on the 
Canadian subsidiary. In July 1958 a joint 
statement on export policy issued by Prime 
Minister Diefenbaker and President Eisen- 
however recognized this conflict and called 
for full consultation between the two govern- 
ments with a view to finding appropriate 
solutions to concrete problems as they arise. 


Specific exemptions have subsequently been 
made by the United States on a case to case 
basis; but this seems unsatisfactory from the 
Canadian point of view because the Cana- 
dian authorities, by asking for exemptions, 
are put in the position of accepting the prin- 
ciple of extraterritoriality. 

Clearly it is impossible to judge how many 
export orders might have been filled had 
there not been the awareness by the Cana- 
dian subsidiary that it would run counter 
to United States laws operating on a parent 
company and its officers and directors. There 
is a further complication: Canadian owned 
companies with large export markets in the 
United States may decide for purely commer- 
cial reasons to refrain from dealing with cer- 
tain Communist countries at times when 
United States public opinion is inflamed, as 
it was at one time over China, for fear of 
jeopardizing their access to the United States 
market. 


3.19 Extraterritoriality—Anti-Trust Regula- 
tions Here, the basic problem is that the 
United States government acts on the prin- 
ciple that it has jurisdiction over subsidiaries 
of American corporations even though they 
may be operating in Canada or other foreign 
countries. As Professor Rotstein said in his 
evidence to the Committee: 


“Tt was the conclusion of the Task Force 
[in the Watkins Report] the basic prin- 
ciple on which the American government 
has operated, and operates today, is that 
these subsidiaries started in Canada are 
a proper area of its own jurisdiction. It 
was the result of our investigations that 
the American government is not prepared 
to relinquish its general jurisdiction in 
any way; it defers to the interests of the 
host country through particular adminis- 
trative concessions only. Specific policies 
are created in that ad hoc fashion to meet 
new American objectives and crises as 
they arise, although the present scope 
of controlling legislation is still limited.” 


It is a basic tenet of United States economic 
policy that a free market economy should be 
maintained by the strict application of its — 
anti-trust laws. These include the Sherman 
Act, the Clayton Act and the Robinson-Pat- 
man Act. These statutes appear to extend 
not only to the operations of American com- 
panies in the United States but to operations — 
of Canadian subsidiaries of American com- 
panies and their operations in Canada. In a 
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paper by David G. Kilgour, “Restrictive Trade 
Practices” published in the Anti-Trust Bulle- 
tin volume 3 number 1 January-February 
1963, Federal Legal Publications, Inc., New 
York, Mr. Kilgour said: 

“Paradoxically a good case can be 
made for saying that the Sherman Act 
has had more effect on the Canadian 
economy that the Combines Investigation 
Act has had .. . Suffice it that American 
divestiture orders have resulted in re- 
structuring several of our major indus- 
tries in a way that no Canadian decree 
has ever done.” 


A study made recently for our Combines 
Investigation Office indicates that in the 
period from the institution of United States 
anti-combines laws until 1961 legal action 
has been taken by the United States authori- 
ties under their anti-trust laws in approxi- 
mately twenty important cases which directly 
or indirectly affected or might affect the 
operations of Canadian industries. Companies 
involved in these cases included the parent 
companies of Canadian subsidiaries operating 
in the most important areas of the Canadian 
economy where United States ownership is 
concentrated, namely mining and manufac- 
turing. As indicated above it is undeniable 
that these cases decided under American laws 
have had a major impact upon the operations 
of companies in Canada and upon the Cana- 
dian economy. 

It must be emphasized that this has hap- 
pened not just as a result of the general 
prohibitions contained in the United States 
anti-trust statutes. In the United States it is 
the practice for the Department of Justice 
to negotiate settlements with companies 
charged in anti-trust proceedings. The com- 
panies are quite often anxious to reach such 
settlements in order to avoid conviction. 
The settlements are embodied in ‘consent 
decrees” which have the effect of law and 
which often constitute very complex and de- 
tailed regulation of the entire industry con- 
cerned including Canadian and other foreign 
subsidiaries. In some cases, Canadian sub- 
sidiaries have been named in the United 
States actions as co-conspirators: more often 
however the parent companies are named and 
the parent companies and their officers and 
their directors are required to force Canadian 


subsidiaries to comply with the detailed regu- 
lations contained in the consent decrees, 


Under Canadian law it is the duty of direc- 
tors and officers of any Canadian corporation, 
even though it may be a subsidiary of an 
American corporation, to act in accordance 
with Canadian law and with the best interests 
of the Canadian corporation itself. It will be 
seen that the extraterritorial application of 
United States laws to directors or officers of 
Canadian subsidiaries who are Americans 
subject to American laws creates. a direct con- 
flict between their duty to obey American 
laws and their duty, under Canadian law, to 
promote the best interests of the Canadian 
corporation. 

Canadians have been indignant at the ap- 
plication of American anti-trust laws in cases 
where the United States authorities attempted 
to require records of Canadian companies to 
be presented before United States courts, and 
several provinces of Canada have taken action 
to prevent this. There have also been cases 
where Canadian corporations have been pre- 
vented from buying American subsidiaries, as 
for example when Molson’s Brewery was pre- 
vented by the United States Department of 
Justice from buying a brewery in the United 
States. 

There is evidence that in some cases the 
application of American anti-trust laws has 
had a beneficial result on the development of 
industrial competition in Canada: for example 
the Aluminium Company of Canada is a re- 
sult of anti-trust action taken in 1937 against 
Aluminium Company of America. Similarly 
Schlitz Brewery was required by United 
States anti-trust action to divest itself of the 
ownership of Labatts Brewery, and it was 
United States anti-trust action against Dupont 
in the United States which resulted in the 
establishment of Dupont Canada and Cana- 
dian Industries Limited as separate Cana- 
dian companies. 

American intrusion has also involved dis- 
advantages. Officers and directors of Cana- 
dian subsidiaries of American parent corpo- 
rations are well aware of the implications of 
United States anti-trust statutes and more 
specifically the consent decrees which apply 
to wide areas of Canadian industrial activity 
in the mining and manufacturing fields; and 
in most cases they comply with such laws and 
regulations. Undoubtedly the result has been 
that to some extent rationalization of the 


39 


much smaller Canadian market through mer- 
gers or joint ventures has been prevented be- 
cause of the fear on the part of American 
companies and their officers and directors of 
the application of United States anti-trust 
laws. It is impossible to calculate with any 
degree of accuracy the cost to the Canadian 
economy and the Canadian public of the re- 
sulting inefficiency and duplication of effort. 

In any event, whether the application of 
United States anti-trust laws has on balance 
been beneficial or otherwise (and it is im- 
possible to determine this accurately) itis 
entirely clear to the Committee that it is in- 
appropriate for Canadians to rely upon United 
States anti-trust laws to enforce the appropri- 
ate degree of competition within Canada and 
that if such action is required, it should be 
done under Canadian legislation: the Ameri- 
can writ should not run in Canada. 


Canada is not the only country to be 
affected by the extraterritoriality of United 
States anti-trust laws. The Netherlands has 
legislation which forbids compliance by Dutch 
firms with foreign anti-trust orders or judg- 
ments. 


3.20 Extraterritoriality—Balance of Payments 
Regulations In the face of a continuing 
balance of payments deficit in the early 
1960’s, the United States sent voluntary 
guidelines to parent United States firms sug- 
gesting reductions in capital outflows and in- 
vestments abroad. This was discussed in de- 
tail in Section 2.03 above. These guidelines 
were interpreted as being applicable to Cana- 
dian subsidiaries of United States firms (as 
well as to subsidiaries in other countries). 
Canadian objections to the United States 
guidelines led to a statement issued by the 
Canada-United States Joint Committee on 
Trade and Economic Affairs which appeared 
to exempt Canada from the effect of the 
guidelines although no formal exemption was 
made. The Canadian Government attempted 
to countervail the effect of the United States 
guidelines by sending out guiding principles 
or “counter guidelines’ reminding Canadian 
subsidiaries of American companies what was 
expected of them as good corporate citizens 
of Canada. 


In 1968 when the United States guidelines 
became mandatory, Canada was faced with 
serious foreign exchange difficulties as United 
States firms repatriated capital and subsidi- 
ary company earnings from Canada. Although 
the Canadian government was subsequently 
able to negotiate major exemptions to the 


United States regulations on terms economi- 
cally satisfactory to both parties, the remain- 
ing exemptions, administrative in character, 
in no wise refute the underlying United States 
assumption that Canadian subsidiaries con- 
trolled by United States firms are within 
the purview of United States policy making. 


In principle, it seems difficult to object to 
United States regulations limiting investments 
in Canadian companies or requiring the re- 
payment of loans repayable on demand by 
Canadian companies to American parent com- 
panies. This would not be going as far as 
many countries have gone since the war 
under foreign exchange control regulations. 
However, Canada is on sounder ground in 
objecting to United States regulations which 
require Canadian subsidiaries of American 
parent companies to declare dividends to 
American parent companies, whether or not 
this is in the interests of the Canadian sub- 
sidiaries, or which regulate in any way how 
Canadian subsidiaries invest their funds. In 
accordance with sound principles, it seems 
entirely clear that operations of Canadian 
subsidiaries should not be subject to United 
States laws or regulations. 


The Committee believes that while the 
Canadian government should negotiate in 
good faith with the United States govern- 
ment to end the extraterritorial application of 
American laws to Canada, it must proceed 
unilaterally to enact legislation which will 
countervail the effect of United States laws. 
The problem is to design such countervailing 
legislation so that it will be scrupulously fair 
to the American government and to Ameri- 
can corporations and individuals who have in 
good faith made investments in Canada while 
at the same time effectively terminating the 
extraterritorial application of United States 
laws to Canada. The Committee’s suggestions 
on this point are summarized in Section 3.37 
below. 


3.21 Action Taken by Other Industrial Coun- 
tries to Regulate Foreign Ownership—France 
In determining what action should be taken 
in Canada to regulate foreign ownership, it 
is relevant to consider what action has been 
taken in other countries. The following in- 
formation has been summarized from the 
Watkins Report. 


In France, any foreign firm wishing to in- 
vest must apply to the Minister of Finance 
for permission. This covers foreign takeovers, 
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foreign purchases of outstanding securities 
where control is involved, establishment of 
new subsidiaries and major expansion of old 
ones where control is extended. The appli- 
cation for investment is first reviewed infor- 
mally by the Minister of Finance. It is then 
considered by a foreign investment committee 
made up of officials from the relevant govern- 
ment departments and agencies, who review 
it carefully and make recommendations and 
send it for final decision to the “Grand 
Comité” of Investments, which is composed 
of Ministers and the Governor of the Bank 
of France. Legally these committees act in 
an advisory capacity with the Minister of 
Finance having the legally binding decision. 


Licensing agreements in France must be 
approved by the Ministry of Industries which 
has to ensure that the agreed payments are 
not excessive for new technology. In gen- 
eral, French financial and industrial policies 
supporting domestic developments have been 
positive, emphasizing and encouraging the 
need for the build-up of their own industries 
to compete with United States firms. 


3.22 The United Kingdom A firm wishing to 
invest in England must file an application 
with the Bank of England which acts as an 
agent for the Treasury in the matter. Govern- 
ment Ministries examine the applications for 
investment from the point of view of their 
own responsibilities for particular industries. 
In some cases, for instance in 1960 when Ford 
bought out domestic shareholders, the govern- 
ment requires ‘‘assurances” from the foreign 
firm on numerous aspects of its performance 
such as commitment to expand further, to 
plow back a high proportion of profits, main- 
tain continuity in management policies, con- 
tinue to obtain a high proportion of its com- 
ponents in the United Kingdom and keep its 
exports high. Further, their policy is designed 
to encourage foreign firms to locate in de- 
pressed regions and to rationalize industry. 


3.23 Japan In Japan, the Foreign Investment 
Council makes the final decision on whether 
foreign investment or technology should be 
allowed on the basis of a sub-committee re- 
port on which various Ministries are repre- 
sented. The main burden of the examination 
of each application lies with the Ministry of 
International Trade and Industry. In general, 


the Japanese policies toward foreign invest- 
ment have been very restrictive, largely ex- 
cluding foreign capital and controlling inward 
flows of technology. The government has 
exercized strong pressure to encourage li- 
censing rather than direct investment. Where 
direct investment is allowed, a majority inter- 
est to foreigners is rarely permitted. The 
government surveillance ensures that, as far 
as possible, any agreement between a foreign 
and a Japanese firm does not lead to Japanese 
“dependence” or cost too much. Recently, 
joint ventures have been permitted which 
allow a foreigner to have a 50% interest, and 
in rare cases more than this, especially when 
there is a Japanese firm strong enough to 
compete effectively. However, no foreign take- 
overs are allowed in important economic 
sectors. 


The Japanese Foreign Investment Council 
also becomes involved in negotiations con- 
cerning the production of new products in 
Japan. The Japanese are prepared to vary 
the percentage of foreign ownership permitted 
in relation to the importance to Japan of new 
technology which the investment would bring, 
rising as high as 51%. Normally, however, 

ey try to restrict foreign participation to 

0%. 


3.24 Action Taken by the Government Action 


taken to retain control of the key sectors of 
Canadian industry is summarized in Sections 
3.05 to 3.09 above. In addition, in 1962, the 
Government passed The Corporations and 
Labour Unions Returns Act under which 
corporations and labour unions were required 
to furnish to the Dominion Statistician finan- 
cial and other information on their affairs 
necessary to determine on the one hand the 
effects of non-resident ownership and control 
of corporations in Canada, and, on the other 
hand the extent and effects of the association 
of Canadian trade unions with American- 
based unions. The Act is administered by the 
Dominion Statistician under the authority of 
the Minister of Industry, Trade and Com- 
merce. This Act became effective January 1, 
1963, and since that date the Dominion 
Statistician has published reports which are 
extremely valuable in determining the effects 
of foreign influence on Canadian business and 
unions. 


4] 


Somewhat later, because of the impact of 
the American guidelines above referred to, a 
branch of a division of the Department of 
Industry, Trade and Commerce was estab- 
lished (the Guidelines Branch) to obtain in- 
formation with regard to the extent of foreign 
influence in Canada and for the purpose of 
determining the performance of foreign- 
dominated corporations in Canada. Informa- 
tion is obtained on a voluntary basis from 
corporations and the Branch has no statutory 
backing. 


The Guidelines Branch publishes reports 
with respect to the operation of foreign-owned 
subsidiaries in Canada. The Committee has 
been informed that there is a useful exchange 
of information between the Guidelines Branch 
and the Dominion Statistician since both are 
conducting operations in somewhat the same 
field. Nevertheless the bases upon which the 
statistics are compiled by the two organiza- 
tions are somewhat different and can only be 
coordinated with some difficulty; and the two 
organizations publish separate reports. It may 
be that there is some good reason, not known 
to the Committee, why the operations in the 
same field should be carried out separately, 
but it does appear to the Committee that the 
situation should be examined to see whether 
the efforts could not be coordinated in a 
single authority with greater efficiency and 
less cost to the public. 


In 1966, in response to the American guide- 
lines issued by the American government to 
parent corporations, the Canadian govern- 
ment published Canadian guidelines to Cana- 
dian companies which were subsidiaries of 
foreign parents or were largely foreign 
owned. The text of the letter containing the 
Canadian guidelines reads as follows: 


MINISTER OF TRADE AND COMMERCE 


Le ministre du Commerce 
Canada 


Ottawa, March 31, 1966 


Letter from the Honourable Robert H. Winters 
to Subsidiaries in Canada of Foreign 
Companies tabled in the House of 
Commons on March 31, 1966 


The Government has been giving a good 
deal of attention to the need for the best pos- 
sible performance from the Canadian economy 
and to the contribution in this regard of the 
many Canadian companies which are sub- 
sidiaries of foreign parents or are largely 


foreign-owned. Such companies have respon- 
sibilities both to their parent companies and 
to the country in which they operate. 


I have concluded that a statement of what 
is expected of subsidiary companies as re- 
gards their responsibilities to the Canadian 
community would be of benefit to all con- 
cerned. 


To fulfil its responsibilities as a good citi- 
zen, a company seeks to perfect its perform- 
ance through the vigorous pursuit of avail- 
able market opportunities and the efficient 
use of its resources and, in so doing, con- 
tributes to the sound development of the 
community in which it operates. 


In the pursuit of this end, subsidiaries of 
foreign companies enjoy the backing of their 
parent companies through the provision of 
financial, managerial, technological and re- 
search assistance, along with other forms of 
support which might not otherwise be avail- 
able. At the same time, the fact of foreign 
control leaves the subsidiaries open to ex- 
ternal influences which may not always be 
consistent with their own best interests and 
those of the Canadian community at large. 
Such a company may lack the decision- 
making authority to pursue policies in line 
with the opportunities afforded within the 
growing national community and otherwise 
to develop the full potential of the Canadian 
operation. 

Subsidiaries of foreign companies occupy a 
prominent position in the Canadian economy. 
They have contributed greatly to Canada’s 
development in the past and their role in 
the future is no less challenging. In a more 
interdependent world, companies with foreign 
affiliates have an increasingly important role 
in the international exchange of goods, ser- 
vices, technology and ideas. 


The Canadian Government is desirous that 
subsidiaries be free to develop their full 
potential within the Canadian community. In 
this regard it is most important that sub- 
sidiaries should not have restrictive limita- 
tions placed upon their sound development 
by their parent organizations. 


This objective can be made more difficult 
if foreign Governments introduce measures 
which affect the financial or commercial 
policy of parent companies or seek to influ- 
ence them in their relations with their for- 
eign subsidiaries. 
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In the case of the United States balance of 
payments programme, the authorities in that 
country have made quite clear, as indicated 
in the communique of the recent. meeting of 
the Joint United States-Canadian Committee 
on Trade and Economic Affairs, that the 
“United States Government was not request- 
ing United States corporations to induce their 
Canadian subsidiaries to act in any ways that 
differed from their normal business practices 
as regards the repatriation of earnings, pur- 
chasing and sales policies, or their other 
financial and commercial activities’. The 
United States authorities have, in fact, re- 
emphasized the view that “United States sub- 
sidiaries abroad should behave as good citi- 
zens of the country where they are located”’. 

I am confident that this also would be the 
view of the Governments of other countries 
whose companies have subsidiaries in Canada. 

I believe it timely and useful therefore to 
set forth, particularly for the benefit of sub- 
sidiary companies, some basic principles of 
good corporate citizenship in Canada. I trust 
that these principles will be regarded as 
helpful by your company. 


SOME GUIDING PRINCIPLES OF GOOD 
CORPORATE BEHAVIOUR FOR 
SUBSIDIARIES IN CANADA OF 
FOREIGN COMPANIES 

Desirable objectives include the following:— 

(1) Pursuit of sound growth and full re- 
alization of the company’s productive 
potential thereby sharing the national ob- 
jective of full and effective use of the 
nation’s resources. 

(2) Realization of maximum competitive- 
ness through the most effective use of the 
company’s own resources, recognizing the 
desirability of progressively achieving 
appropriate specialization of productive 
operations within the internationally 
affiliated group of companies. 

(3) Maximum development of market op- 
portunities in other countries as well as 
in Canada. 

(4) Where applicable, to extend processing 
of natural resource products to the extent 
practicable on an economic basis. 

(5) Pursuit of a pricing policy designed to 
assure a fair and reasonable return to 
the company and to Canada for all goods 
and services sold abroad, including sales 
to the parent company and other foreign 
affiliates. 


(6) In matters of procurement, to search out 
and develop economic sources of supply 
in Canada. 

(7) To develop as an integral part of the 
Canadian operation wherever practicable, 
the technological, research and design 
capability necessary to enable the com- 
pany to pursue appropriate product de- 
velopment programmes so as to take full 
advantage of market opportunities do- 
mestically and abroad. 

(8) Retention of a sufficient share of earn- 
ings to give appropriate financial support 
to the growth requirements of the Cana- 
dian operation, having in mind a fair 
return to shareholders on capital in- 
vested. 

(9) To work toward a Canadian outlook 
within management, through purposeful 
training programmes, promotion of 
qualified Canadian personnel and inclu- 
sion of a major proportion of Canadian 
citizens on its Board of Directors. 


(10) To have the objective of a financial 
structure which provides opportunity for 
equity participation in the Canadian en- 
terprise by the Canadian public. 


(11) Periodically to publish information on 
the financial position and operations of 
the company. 


(12) To give appropriate attention and sup- 
port to recognized national objectives and 
established Government programmes de- 
signed to further Canada’s economic de- 
velopment and to encourage and support 
Canadian institutions directed toward the 
intellectual, social and cultural advance- 
ment of the community. 


In setting forth the foregoing principles of 
good corporate behaviour, I recognize that 
there is already widespread adherence to such 
principles among subsidiary companies in 
Canada both in spirit and in deed. However, 
to the extent that these principles are not 
already applied, subsidiary companies are 
urged to work purposefully and constructively 
toward their application, as circumstances 
permit. 

I would like also to tell you of my intention 
to seek the co-operation of large and medium 


sized subsidiary companies in providing 
periodicaily information, on a _ confidential 
basis, relating to certain aspects of their 


operations and financing. In this way the 
Government will gain a clearer insight into 
the contribution of Canadian subsidiaries to 
the Canadian economy. 
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Questionnaire forms providing a full ex- 
planation of the information being sought will 
be circulated within the next few weeks. I 
hope that prompt and careful attention will 
be given this request for information. 


Thank you for your co-operation. 


Yours sincerely, 
Robert H. Winters. 


3.25 Regional and Constitutional Considera- 
tions Undoubtedly one of the most difficult 
problems is how to reconcile the needs of 
the provinces and regions of Canada for 
development capital (so often obtained from 
American sources) and the desire to maintain 
Canadian control over the economy as a 
whole. The unregulated flow of United States 
capital into Canada has benefitted certain 
provinces more than others. These regional 
disparities have serious implications for Cana- 
dian unity: the recent growth of separatist 
sentiment in a number of regions in Canada 
indicates this fact. This point was emphasized 
by M. Claude Lemelin in evidence given 
before the Committee: 

“ .., the nationalists, like almost any- 
body else, deplore the serious unbalance 
which has existed since Confederation in 
the distribution of production and pro- 
duction capacity and consequently of in- 
vestments and employment, and there- 
fore, of wealth and income among the 
five large areas of our country. They say 
that this unbalance is due largely to the 
remote controlling from foreign countries 
of the greater part of private investments 
in Canada. As the decision centres of the 
Canadian economy are mainly in the 
States, the law of inertia and the law 
of benefits encourage Canadian subsid- 
iaries of U.S. firms to settle in the central 
part of our country, ie. in the: axis, 
Montreal, Toronto, Windsor. For example, 
in 1969, about 60 per cent of the new 
manufacturing investments were made in 
Ontario and in the metropolitan area of 
Montreal where barely half of the Cana- 
dian population is living, and these are 
the most developed areas in our country. 

Maybe the western provinces of Al- 
berta and B.C. are not suffering too much 
from this state of things due to their 
great natural resources and the manu- 


facturing investments that their remote- 
ness from the central zone as well as 
their high rates of returns attract there. 


But it is quite clear that this unbalance 
in the distribution of investments keeps 
the Atlantic provinces and eastern Que- 
bec in economic stagnation. On the other 
hand, this unbalance barely enabled 
Manitoba and Saskatchewan to begin 
their industrialization and the diversifica- 
tion of an area which is still too highly 
based on agriculture. 


Because of the uneven investment of 
capital in the past, it is likely that any 
policies to regulate foreign investment 
in the future must take account of 
regional requirements... 


Ontario is by far the province which 
has benefitted the most from the develop- 
ment strategy which I tried to criticize 
succinctly above. It is in Ontario that 
most foreign investments are concen- 
trated. And its population has drawn 
the highest level of income in Canada 
due to this concentration. Thus the 
Ontario government cannot be expected 
to be the one to show the most interest 
in having this development strategy 
changed or in having Ottawa limit the 
inflow of direct investment... 


We might even ask if the new Federal 
incentive programs for investment in the 
underdeveloped areas will be able to 
modify by themselves, the repartition of 
investments and employment in favour 
of these areas. And this is because the 
private investments, which result more 
often than not from decisions taken in 
the U.S., are not in agreement with 
the Canadian development requirements 
which are based on east-west axis, but 
are in terms of continental requirements, 
i.e. a north-south axis...” 


M. Lemelin went on to say that in order 
to overcome economic stagnation, high un- 


employment and low personal incomes the 


eastern provinces had attempted to attract 

foreign investment but this 
“gave rise to a climate of competition 
and rivalry between the provinces which 
can only be detrimental in the long run 
to the interest of all regions as a whole 
and each one individually. As soon as 
Quebec and the Atlantic provinces try 
to improve conditions for new firms to 


44 


move in, Ontario subtly went about 
adopting various reprisal measures. And 
then the western provinces had to follow 
suit and try to go one better, were it 
only to remain in the race. Political 
tensions have resulted from this which 
are a greater threat to the unity of 
Canada, perhaps, than Quebec cultural 
nationalism ... Contradictions between 
the economic interests of the large areas 
of the country maintained by the inertia 
of the central government, by its refusal 
to plan our development, by its too great 
confidence, which is both unjustified and 
unjustifiable, in the automatism of direct 
investment here in Canada by what 
George Ball calls those mighty engines of 
enlightened capitalism, the multi-national 
firms, those are, according to me, the 
fundamental causes of the political ten- 
sions which have been undermining the 
Canadian union for a number of years”. 


That these regional investment disparities 
have serious implications for Canadian unity 
was also indicated in the testimony given to 
the Committee by Dr. Merrill Menzies who 
indicated the importance of maintaining a 
flow of foreign investment capital into the 
underdeveloped regions of Canada: 

“T think it has been made fairly clear 
that the great resources of western 
Canada in its new frontier will require 
investment capital and a great deal of 
it. There is no reason for believing that 
capital needs for the West for resource 
development will be more than partially 
met from domestic sources and that the 
pace of resource development which 
should be maintained over the next 
twenty years or more will need invest- 
ment from outside Canada. I think this 
is true however successful we may be 
mobilizing more effectively domestic sav- 
ings within the country... With all these 
obligations before us, our problem is to 
make sure that we have the levels of 
investment that are needed, the capital 
that we need. This means that the doors 
for foreign investment must be kept open, 
certainly for the time being and for 
a considerable time. Beyond this, the most 
skilful mobilization of our own capital 
must be made along the whole invest- 
ment front, including the full range of 
venture capital... 

Can we succeed in this national enter- 
prise? Personally I think we can with a 
little bit of luck and some applied intel- 
ligence. I am not sure but that the peak 
of the annual inflows of U.S. investments 


will not soon be reached. The United 
States, and in fact all modern industrial 
nations, now face an enormous reinvest- 
ment problem of their own. The rebuild- 
ing of their cities, the building of new 
cities, changes in their internal transpor- 
tation arrangements and perhaps most 
urgent of all the treatment of their pol- 
lution problems, their environmental de- 
cay, will require a redirection of invest- 
ment programs on an _ unprecedented 
scale... 


If we are so foolish as to fall apart, I 
fear we would be like chickens ready for 
plucking. I am afraid we would not only 
fall apart, but perhaps blow apart if we 
tried to stop all capital imports’. 


Professor Safarian also has warned against 
the giving away, by provinces or municipali- 
ties of the benefits of foreign investment 
through tax incentives and tax concessions: 

“'..each of the provinces and some of 
the municipalities compete among them- 
selves to attract firms into the country 
and also to attract Canadian-owned firms 
to come into their province or city and 
much of the benefit from domestic invest- 
ment from the social point of view is not 
just the jobs that are created, which is 
important, but the tax revenue. If we 
turn around and give back the tax reve- 
nue in order to attract them here, we 
lose a large part of the benefit from 
foreign investment and from domestic 
investment... I think sometimes the 
competition between the provinces, in 
particular, for natural resource develop- 
ment leads to much of the gains from 
foreign investment being passed back to 
the foreign investors through no tax 
and perhaps a subsidy for 10 years in 
various respects.” 


However as was pointed out above, in prov- 
inces which are faced with economic stagna- 
tion the problems faced by the provincial 
authorities must be recognized. If they can- 
not obtain capital for development from Cana- 
dian sources (especially from the financial 
centres in central Canada) it would seem that 
they would be bound to turn to United States 
investment sources. 

Some provinces are very dependent on 
exports for their income and the effect of 
any move to regulate or restrict foreign firms 
having access to markets must be kept in 
mind. 

Because of these regional implications it is 
clear that Federal action with respect to 
foreign investment must take account of the 
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interests of the various provinces or a 
of Canada. M. Lemelin observed: 

“First of all, it seems that the reform- 
ing of the structures of our economy and 
the planning of our investments. . .could 
not be made without the collaboration of 
the provinces. This would be the easiest 
way of taking into account the regional 
extent of the problem. It is not only a 
matter of moving investment resources 
from the less profitable sectors to those 
that are more profitable, from those which 
have relatively low development possi- 
bilities on the economy as a whole, be- 
cause they are within the orbit of multi- 
national firms, toward those where it is 
possible for Canada to exploit certain 
advantages in competition at the interna- 
tional level; it is also a question of mov- 
ing investment resources from the re- 
gions which are relatively developed 
toward the less developed regions’’. 


Certainly if effective collaboration can be 
obtained between the Federal and Provin- 
cial governments, there will be no difficulty 
from the constitutional point of view in 
regulating foreign investment in Canada. 
Moreover the Federal Government by itself 
may have sufficient constitutional authority 
to take the initiative under the relevant pro- 
visions of the British North America Act. 
In any case, however, for a number of rea- 
sons it would be desirable that action in this 
field should be carried out in collaboration 
with the provincial governments particularly 
because of the regional nature of many of 
the problems involved. 


3.26 Statutory Requirement for Canadian Par- 
ticipation Many Canadians have urged that 
laws should be passed requiring that at least 
51 per cent of the voting shares of all Cana- 
dian corporations must be owned by Cana- 
dians. Such a requirement, if combined with 
appropriate regulations to guarantee that Ca- 
nadian shareholders, (even if their holdings 
were widely dispersed,) would have the right 
to elect a number of directors proportionate 
to their holdings of voting shares, would be 
effective to ensure that Canadians remained 
in control of their own industries. Laws some- 
what to this effect have been adopted by a 
number of countries including Japan and 
Mexico. 


While such a plan would have the advan- 
tages outlined above, its cost must be care- 
fully assessed. As indicated above, Canada 


will have a continuing need for large amounts 
of foreign capital, to supplement its domestic 
savings. Investment capital seems to be in 
short supply in the world and it is likely to 
go to those countries where conditions are 
most favourable. While the political stability 
and investment opportunities in Canada are 
attractive to capital, nevertheless any restric- 
tions are bound to reduce this attraction to 
some extent. Moreover the knowledge, tech- 
niques and skill which accompany the influx 
of American capital have been extremely 
valuable from Canada’s point of view. These 
have been freely available to Canadian sub- 
sidiaries controlled by American owners; they 
might not be quite so freely available to Cana- 
dian corporations controlled by others. 


Moreover, in many industries dominated by 
Canadians there are American owned compa- 
nies; this may not be undesirable. There are 
also many American owned companies in in- 
dustries which most Canadians would con- 
sider not to be of vital importance to the 
Canadian economy. On the other hand there 
are other vital industries where it would be 
extremely important that at least certain 
companies should be controlled by Canadians. 


The conclusions and recommendations of 
the Committee on this subject are contained 
in Section 3.32 below. 


3.27 Corporate Voting Procedures In any con- 
sideration of Canadian equity participation, 
corporate voting procedures must be reviewed 
carefully. For example, even though a cor- 
poration may have 25 per cent or even 49 
per cent of its voting shares in the hands 
of Canadians, this does not necessarily give 
Canadians an effective voice in the affairs 
of the company, because the American owners 
of the majority of the voting stock have, 
under usual voting procedures, the right to 
elect the entire Board of Directors and there- 
fore the management of the company. Even 
if the majority of shares are distributed 
among Canadians, the corporation may still 
be foreign dominated, because, if the shares 
held by Canadians are widely distributed and 
the shares held by Americans are concen- 
trated in a group, the group of American 
owners can usually elect the entire Board of 
Directors and therefore the management of 
the company by voting as a block. This is 
particularly true because the annual elections 
of directors are organized and supervised by 
the management of the corporation. Voting 
proxies are issued to shareholders by manage- 
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ment in favour of nominees of management 
and in the absence of an organized attempt 
by the multitude of independent shareholders, 
the owners of a concentrated block of stock, 
with the voting support of proxies returned 
by individual shareholders, would usually be 
sufficient to control the corporation. 

It has been noted that in an attempt to 
encourage Canadian participation in foreign 
dominated corporations, income tax incentives 
have been given to corporations which have at 
least 25% Canadian ownership. It is true that 
the existence of a minority group of Canadian 
shareholders may have some influence upon 
the management of the corporation. Minority 
shareholders who believe that a corporation 
is not being managed in accordance with the 
best interests of all shareholders have the 
right, under Canadian law, to institute a 
‘minority shareholders’ action against the 
corporation and its management. However as 
a practical matter, holdings by Canadians of 
a minority interest in a corporation is unlikely 
to affect in any material way the dominant 
position of the majority American owners. 


For this reason it would seem desirable 
that any provisions for encouraging Canadian 
participation in ownership of corporations 
should be accompanied by provisions which 
would ensure that Canadian shareholders 
would have the right to elect a number of di- 
‘rectors proportionate to their share interest in 
the company. There are a number of ways that 
this could be done in accordance with sound 
principles of corporation law: for example, 
by cumulative voting, or by permitting Cana- 
dian shareholders to vote as a class for the 
election of a number of directors propor- 


‘tionate to the number of shares owned by 


example that if Canadian shareholders owned 
25 % of the voting shares of a corporation, 
they would be entitled to elect one quarter of 
ithe directors and this would give them a voice 
in the affairs of the company. If on the other 
hand Canadian shareholders owned 51% or 
more of the voting shares of the corporation 
‘they would be entitled to elect a majority of 
the Board of Directors which would give them 
control. 

It appears to the Committee that provisions 
designed to encourage Canadian equity par- 
ticipation by the investment of scarce capital 
funds may often be undesirable unless accom- 
panied by a requirement that voting proce- 


‘Canadian shareholders. This would mean for , 


dures be reformed to ensure that Canadians 
can elect a number of directors proportionate 
to their voting shares in the corporation. 


Conclusions and Recommendations (Part III) 


3.28 Definite Policy Required on Foreign Own- 
ership The Committee endorses the con- 
clusion of the Watkins Report at page 392 
to the effect that the major deficiency in 
Canadian policy with respect to foreign own- 
ership has been not its liberality toward 
foreign investment but the absence of an in- 
tegrated set of policies with respect to it. 
The Committee also accepts as valid the 
objectives stated in the Watkins Report at 
page 393 namely 


—“To require foreign owned subsidiaries 
in Canada to behave as ‘good corporate 
citizens’ of Canada and to perform in 
ways that are fully consistent with 
Canada’s economic and political interests. 

—To improve the overall efficiency of the 
Canadian economy, and the performance 
of Canadian corporations, Canadian 
owned as well as foreign owned, in ways 
which will facilitate the capacity to gen- 
erate self-sustained economic growth. 

—To take positive steps to encourage in- 
creased Canadian ownership and control 
of economic activity in ways that will 
facilitate the achievement of greater 
national independence and _ continuing 
economic growth.” 


Canadian policy with regard to future for- 
eign investment must be clear but flexible 
and the methods employed to ensure compli- 
ance with such policy must be fair and firm. 

The guidelines issued in 1966 to foreign 
dominated companies (which are quoted in 
Section 3.24 above) mark the beginning of a 
policy on foreign ownership. The Committee 
recommends that these guidelines be kept 
under constant review, that they be amended 
and strengthened as indicated in 3.32 section 
below and that action be taken to make com- 
pliance with them more effective in the future. 


While foreign investment to date has re- 
sulted in substantial advantages to Canada, 
it has also resulted in disadvantages. Canada 
should make every effort to minimize these 
disadvantages in the future and the Commit- 
tee believes that this can be done by taking 
the action indicated below. 
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Among the disadvantages to which atten- 
tion should be directed, the Committee par- 
ticulary emphasizes the extra-territoriality 
of United States laws, the fragmentation of 
the Canadian market among an excessive 
number of American-owned subsidiaries and 
the switching to the United States of the 
locus of decision-making in vital industries 
as a result of the excessive domination of 
such industries by American companies. 

The Committee believes it to be important 
that governmental action to minimize the dis- 
advantages of foreign investment should be 
scrupulously fair to existing investors. 


3.29 Positive Measures for Economic Effi- 
ciency The Committee accepts the conclusions 
of the Watkins Report (at pages 404 to 406) 
and the evidence given by Dr. John Deutsch 
and others that policies adopted by the gov- 
ernment should be positive in their nature 
and designed primarily to improve the per- 
formance of Canadian industry and to en- 
courage Canadian owned firms to secure an 
increased share of vital domestic and export 
markets. Specifically the Committee makes 
the following recommendations: 


(1) It is recommended that the Department 
of Industry, Trade and Commerce should con- 
tinue to provide leadership and planning in 
rationalizing Canadian industries through the 
encouragement of mergers of existing sub- 
optimal firms and the rationalization of the 
tariff. The anti-combines legislation should 
explicitly allow for this activity, though it 
should continue to apply to industries ration- 
alized under Government auspices so as to 
ensure public benefit. The Government, where 
it aids in the financing, should participate in 
the equity through the Canadian Develop- 
ment Corporation or otherwise. The Cana- 
dian Development Corporation should aid in 
the financing of this industrial rationalization 
program through mergers and could by equity 
participation, provide a Canadian presence in 
those cases where the industry is largely for- 
eign controlled. 


(2) As recommended in the Watkins Re- 
port, (at page 406) the Federal Government 
should continue to promote multi-lateral 
tariff reduction in the interest of the overall 
efficiency of the Canadian economy, and in 
order to facilitate the access of Canadian 
industry to export markets. At the same time, 
the Government should take special steps, 
when there are agreements to rationalize 
industries or encourage mergers, to limit any 


tendencies under free trade for the locus of 
private decision-making to shift outside Can- 
ada and for overall Canadian employment to 
suffer. 

(3) The Federal Government, if possible in 
collaboration with the provinces, should take 
all possible steps to improve management 
education and training in Canada; to encour- 
age research and development in Canada, 
specifically by strengthening the links be- 
tween Government, university and industry 
research; ensure Canadian benefits from 
Government-subsidized research and develop- 
ment, as, for example, by prohibiting export 
restrictions and by using some Government 
funds for purely Canadian initiatives. It 
should also take all possible steps to encour- 
age the growth in Canada of merchant 
banking facilities, that is to say, financial 
institutions with entrepreneurial ability. 
Specifically it should consider improving the 
legal position of the closed end funds so that 
they will become more effective vehicles for 
the exercise of Canadian entrepreneurship. 


(4) Many witnesses suggested that the Gov- 
ernment should make a special effort to en- 
courage the growth of Canadian owned com- 
panies in rapidly growing “high technology” 
industries. This would be desirable provided 
proper precautions are taken to avoid en- 
couraging unduly particular industries which 
are being given special incentives by other 
countries for the same reason and at the same 
time. 

Particular attention should also be given to 
industries of special interest and importance 
to Canada. Canada should be the leader in 
innovation in the agricultural machinery in- 
dustry. Yet the Committee understands that 
very little important Canadian research and 
development are carried on in this important 
field. 


(5) In view of the possibility that in the 
future, the inflow of American capital may 
decrease because of American balance of 
payment difficulties or for other reasons, the 
Committee recommends that the Government 
give careful attention as to how the growth 
of the Canadian economy can be maintained. 
As noted in the Watkins Report (at page 410): 

“the increasing stringency of American 
balance of payments policy gives urgency 
to the recommendations to improve the 
quality of Canadian factors of production 
and the efficiency of their use, and to 
create the Canadian Development Cor- 
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poration, so as to enhance the capacity of 
the Canadian economy to grow with 
relatively less foreign direct investment’’. 


(6) The Committee has also concluded that 
it is better to have foreign investments in 
Canada spread among a number of countries 
rather than being as highly concentrated as 
they now are in the hands of American in- 
vestors. The Committee recommends therefore 
that the Federal Government in collaboration 
with the provincial governments exert every 
effort to increase the flow of investment 
capital from other countries, while trying to 
avoid the undue concentration of such invest- 
ment in any particular industrial sector. 

(7) The Committee was informed that in 
recent years, much of the new debt capital 
for foreign-controlled firms was provided by 
Canadians. This weakens the argument that 
one of the major benefits for Canadians is 
the significant amount of new development 
capital brought to Canada by foreign-con- 
trolled firms. In view of this, the Committee 
recommends that the government should con- 
sider the adoption of a policy requiring that 
the percentage of total debt capital obtained 
in Canada by foreign-controlled corporations 
be limited to the percentage of equity held in 
the foreign-controlled corporations by Cana- 
dians. 


3.30 Canada Development Corporation The 
Committee is in accord with the proposal to 
establish a Canada Development Corpora- 
tion. During its hearings, the Committee 
heard many opinions expressed concerning 
the role which this Corporation might fulfil— 
a giant mutual fund for small Canadian in- 
vestors—a holding company bringing large 
investment interests together into consortia for 
large projects—a Crown corporation—a buy- 
back company and an_ entrepreneurially 
oriented development agency. 


The Committee agrees with the Watkins 
Report (at page 274) and with much of the 
evidence presented to it that the main pur- 
pose of the Canada Development Corpora- 
tion should be that of a large holding com- 
pany with entrepreneurial and management 
functions; it should assume a leadership role 
in Canada’s business and financial community 
in close co-operation with existing institu- 
tions; it should help to organize consortia of 
investors domestic and foreign to carry out 


large projects beyond the capacity of a sin- 
gle institution, while throughout maintaining 
a clear Canadian presence. 

Its main purpose should not be to buy back 
Canadian businesses now owned by Amer- 
icans or other foreign citizens. Nevertheless, 
in exceptional circumstances it would be per- 
mitted to make investments to retain or es- 
tablish a Canadian presence in a vital in- 
dustry where it would serve as a pacemaker 
or a goad for foreign owned corporations. 

The Canada Development Corporation 
should not be primarily a widely held invest- 
ment fund with holdings in a great number 
of enterprises, nor should it be concerned with 
trying to outbid American businesses each 
time they try to buy Canadian concerns. 
Rather, the Canada Development Corpora- 
tion should exercise the role of leader in stim- 
ulating entrepreneurial activity. For example, 
it could arrange mergers among smaller 
Canadian companies which needed a large 
scale financial and administrative base and it 
might become an investor in such enterprises. 
In any new venture or new field or in a 
field of high technology or in the Canada 
North or other remote regions, the Canadian 
Development Corporation might become the 
principal Canadian investor. The Panarctic 
Oils venture is an example of Government 
activity in this field already. The Canada 
Development Corporation should give the 
lead in industrial rationalization schemes and 
in worthwhile joint venture opportunities. 


At an appropriate time, shares of the Can- 
ada Development Corporation should be 
made available to the public as well as to 
provincial governments. In recent years, Ca- 
nadian institutions and individuals have been 
unable to find attractive Canadian invest- 
ment opportunities and have put their money 
into American equity securities. On a per 
capita basis Canadians, in fact, invest more 
in the United States than Americans invest in 
Canada. It is the hope that the Canada De- 
velopment Corporation could have a positive 
effect on the repatriation of these Canadian 
funds. 


3.31 Canadian Ownership and Control Bureau 
It is proposed that a Canadian Ownership 
Law be enacted establishing a Canadian 
Ownership and Control Bureau under the 
direction of a minister. 


49 


99379—4 


The purpose of the Bureau would be to 
perform many of the functions referred to in 
the Watkins Report (Pages 395 to 397). More 
specifically, in co-operation with appropriate 
agencies, departments and bureaus of gov- 
ernment, it would: (1) Compile information 
relevant to foreign-owned firms in Canada; 
(2) undertake on a continuing basis research 
into foreign ownership in this country; (3) 
Disseminate information in respect of foreign 
ownership to relevant Government Depart- 
ments and agencies; (4) Identify alien-dom- 
inated firms, with authority to obtain and 
to compile all relevant information with re- 
gard to their operations; (5) Assess their per- 
formance under the guidelines; (6) Consider 
taxation procedures in co-operation with the 
Department of National Revenue to ensure 
that taxation assessments of foreign-owned 
firms are fair and equitable; (7) Devise better 
methods for assuring compliance of foreign- 
owned firms with the guidelines; (8) Suggest 
improvements in the guidelines; (9) Co-or- 
dinate the work now being done under the 
Corporations and Labour Unions Return Act 
and the Guidelines Branch of the Depart- 
ment of Industry, Trade and Commerce. 


The Bureau, in making recommendations 
with regard to proposed government action 
to assure compliance with established guide- 
lines for foreign investment, including guide- 
lines with respect to Canadian participation 
and control, should take into consideration: 
(1) The value of greater Canadian participa- 
tion in certain corporations or specific indus- 
tries, particularly in areas where American 
concentration is high. (2) the need for capital 
in certain areas of Canada where a scarcity 
of Canadian capital exists and (3) The avail- 
ability of capital from the private sector, the 
Canada Development Corporation or through 
other governmental sources. 


The Committee believes that the large num- 
ber of American based multi-national cor- 
porations operating in Canada pose special 
considerations as compared to domestically 
owned firms—in the leverage they possess in 
negotiating for concessions from governments, 
in their ability to avoid host government plan- 
ning and policy measures, in the possibilities 
open to them for price fixing, in the forma- 
tion of cartels, in market allocations, in tax 


shifting, in the extra-territorial intrusions of 
foreign laws which may accompany their ac- 
tivities and in their general disinclination to 
permit Canadians to own the majority of 
voting shares in their Canadian firms. Ac- 
cordingly, it is imperative that multi-national 
corporations be supervised particularly care- 
fully by the Bureau. 


The Committee believes that a special prob- 
lem exists in the vital computer industry with 
regard to the storage and retrieval of informa- 
tion by computer and urges that action be 
taken to protect Canadian interests in this 
field. 


The Committee also considers it to be vital 
to obtain more dependable information on the 
extent and trend of foreign and American 
control of industry, and that the Bureau 
give top priority to obtaining and publishing 
this information. 

In carrying out its duties, the Bureau 
should take into account any significant differ- 
ences between the mining and manufacturing 
sectors of the economy where foreign owner- 
ship is now concentrated. In manufacturing, 
especially in important growth industries, it 
is possible for Canadian firms to compete 
effectively for foreign markets through ra- 
tionalization and effective entrepreneurial ac- 
tivity. The government can also give support 
by developing programs such as the Defence 
Production Sharing Program and the Auto- 
motive Agreement which have enabled Cana- 
dian manufacturing industries to keep abreast 
of advanced technology and to find an outlet 
for export sales thereby permitting efficient 
and low cost production. In these situations 
the benefits of foreign ownership are less 
important and the Committee considers that 
techniques such as the prevention of further 
takeovers and the highly selective reacquisi- 
tion of foreign-owned firms could be under- 
taken without risk. This kind of approach 
might be used in particular to ensure that in 
each important sector of manufacturing there 
was a significant Canadian producer. The 
Committee considers that benefit can be 
gained from having a Canadian “pace-maker” 
provided the Combines Branch continues to 
try to ensure that the Canadian firm itself 
does not act in concert with foreign firms 
against the public interest. 
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The Committee believes that it is particu- 
larly vital for the long-run economic interests 
of Canadians that we control our resource 
industries. These are industries which are 
relatively straightforward technologically 
and we do not therefore need the technologi- 
cal capability of non-Canadians for their de- 
velopment. In addition, according to statistics 
furnished to the Committee, Canadians have 
been providing much of the new debt capital 
for the development of our resource indus- 
tries in any event. Finally, all too frequently, 
many of the raw materials are being exported 
in a primary state so that minimal income 
and employment are generated for Canadians. 
It is hoped that Canadian-controlled corpora- 
tions would endeavour to maximize the 
amount of processing done in Canada, thus 
generating substantial additional income and 
employment within Canada. However it is 
felt that both foreign and Canadian controlled 
corporations should be required to do so 
within a reasonable period of time. 


In addition efforts should be made to obtain 
a Canadian presence in the extractive indus- 
tries where none exists at the present time. 
Professor Safarian pointed out to the Com- 
mittee: 

“In mining and smelting, for example, 
there are a number of firms which are 
highly international in character, and in 
which stock is widely held, and in which 
Canadians hold substantial minorities. A 
few hundred million dollars spent on 
purchasing more of their shares on the 
stock exchanges would push them into 
the category of 51% Canadian control. 
If this happened to a couple of the very 
large ones involved, it could sharply re- 
duce the foreign control ratio for mining.” 


The Committee is also concerned about the 
fact that foreign citizens and companies are 
purchasing large parcels of Canadian recrea- 
tion land—such as waterfront and beach prop- 
erties; lakes; fishing and hunting areas; 
mountain areas;—to the extent that in some 
areas recreation properties are not available 
to Canadian citizens. As a result of this grow- 
ing problem the Committee recommends that 
all government agencies take steps, within 
their jurisdiction, to maintain recreation prop- 
erty for Canadians. In particular the National 
Parks Commission and the Historic Sites Com- 


mission should give this problem immediate 
attention. 


3.32 Canadian Participation in Ownership 
The Committee considered carefully the sug- 
gestion that at least 51% of the voting shares 
of all Canadian companies should be owned 
by Canadians. 


To impose an inflexible requirement that 
51% of the voting shares of all Canadian 
companies be owned by Canadians would re- 
quire a very large amount of Canadian capital 
which the Committee believes is not likely 
to be available for many years, it might also 
involve a massive misallocation of scarce 
Canadian capital resources, it might tend to 
reduce the inflow of foreign capital and the 
knowledge, techniques, skills and markets 
which often accompany such capital, and 
might restrict desirable resource and indus- 
trial development. 

Nevertheless, the Committee recognizes 
that as a general rule it is desirable that 
Canadians should control Canadian com- 
panies by owning at least 51% of their voting 
shares, particularly in the important sectors 
of the economy where American control is 
now most highly concentrated, and that we 
should move toward this goal as rapidly as 
capital requirements and other relevant cir- 
cumstances permit. 

One of the guidelines issued by the Cana- 
dian government in 1966 to foreign dominated 
companies obligates foreign-owned Canadian 
companies to have a financial structure which 
provides opportunity for equity participation 
by the Canadian public. The Committee be- 
lieves the time has come to extend this guide- 
line to provide clearly that it is the general 
policy of the Canadian government that all 
companies operating in Canada shall, over a 
reasonable period of time and with due re- 
gard to varying circumstances, including 
availability of Canadian capital, permit at 
least 51% of their voting shares to be owned 
by Canadian citizens. In any specific case 
where there is not reasonable compliance 
with the guideline the Governor in Council 
should have authority by regulation to make 
the guideline mandatory. 

In addition voting procedures should be 
such that Canadian shareholders will have the 
right to elect a number of directors which 
shall be proportionate to the total voting 
shares of the companies owned by them, and 
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that, in any event, the majority of the di- 
rectors of such companies shall be Canadian 
citizens. 


3.33 Inducements to Compliance The Com- 
mittee recommends that vigorous efforts be 
made by government to assure compliance 
with the guidelines. Specifically, in any re- 
view of tariff changes and before any govern- 
ment grant, export assistance or contract is 
made written advice should be obtained from 
the Canadian Onwership and Control Bureau 
as to any foreign controlled firms involved 
and as to their compliance with the guide- 
lines. Compliance should be an important 
factor in any such action taken by govern- 
ments 

In addition, all income tax provisions should 
be reviewed to make sure they do not dis- 
courage compliance with the guidelines, and, 
in particular, that they do not discourage 
participation by Canadians in the ownership 
of companies carrying on business in 
Canada. In this connection, the Committee 
wishes to draw the attention of the Govern- 
ment to evidence given before it to the effect 
that certain proposals contained in the White 
Paper on Tax Reform might have the effect 
of discouraging rather than encouraging 
participation by Canadians in foreign domi- 
nated companies operating in Canada. Con- 
sideration should also be given to creating 
appropriate income tax incentives to com- 
panies complying with the guideline for 51% 
Canadian participation. 

If it appears, after a reasonable time, that 
the recommendations contained in this report 
are not effective in securing appropriate com- 
pliance with the guidelines, the Committee 
recommends that non-complying companies in 
vital industries be subjected to public regu- 
lation of the type which now prevails in the 
protected key sectors of our economy. 


3.34 Take-Overs The Canadian Ownership 
Law should provide that there can be no 
take-over of any existing Canadian business 
or corporation by a foreign controlled cor- 
poration without the consent of the Canadian 
Ownership and Control Bureau. The Com- 
mittee recommends that as soon as possible 
the Bureau should develop and publish a 
clear statement of the policy to be followed 
with regard to the issuance of permits. This 
statement of policy should identify the key 
sectors where no further take-overs would 
be allowed; it should also indicate that take- 
overs in certain circumstances would be 
permitted in specified regions or industries 
where more foreign investment is required 


or where the national interest is not adversely 
affected. 


3.35 New Foreign Investment The Committee 
was in some doubt as to whether a permit 
should be required for new foreign direct in- 
vestment or for new foreign direct investment 
over a certain annual amount. It concluded 
that the government should give serious con- 
sideration to the desirability of requiring a 
permit from the Bureau for any new foreign 
direct investment in Canada in excess of a 
certain amount (perhaps $500,000 annually). 
Many countries, notably Japan, have made 
vigorous efforts, wherever possible, to have 
new or improved products manufactured in 
Japan by domestically controlled corpora- 
tions under licensing arrangements. The Com- 
mittee recommends that the Bureau scrutinize 
all applications for new foreign investment 
in Canada with the intention of determining 
whether or not the proposed products could 
be more advantageously manufactured under 
licence by Canadian controlled corporations. 
If the Bureau determines that this is the case, 
it should make vigorous efforts to have such 
arrangements effected. 


3.36 Technological Dependency The Economic 
Council of Canada has been requested to in- 
vestigate the situation with regard to patents 
and other intangible technological property. 
The Committee recommends that the Gov- 
erment review the terms of reference of the 
Economic Council to make certain they are 
sufficiently wide to require the Economic 
Council to review patent licensing and market 
sharing arrangements and to consider whether 
the existing Canadian laws relating to patents 
and other intangible technological property 
are in the interest of Canada, with particular 
reference to foreign ownership and Canadian 
economic dependency, and whether they 
should be repealed completely or made less 
restrictive and specifically whether compul- 
sory licensing on reasonable terms should 
be required. 


3.37 Extra-Territoriality (1) The Canadian 
Ownership Law should include provisions pre- 
venting the extraterritorial application of fo- 
reign laws. Specifically this legislation would 
prohibit the compliance with any foreign 
court order for the removal of commercial 
records and data from Canada; make it ille- 
gal for any director or officer of a Canadian 
corporation in making decisions with regard 
to Canadian operations to be governed by 
American or other foreign laws, particularly 
American laws restricting Canadian exports, 
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anti-trust laws and commercial decisions of 
a Canadian company, including decisions with 
regard to the payment of dividends and the 
investment of funds. Such legislation should 
also declare that any person who, when 
making decisions with respect to Canadian 
operations, would be subject to the laws of 
the United States or any other foreign state 
is disqualified, by reason of conflict of interest 
from serving as a director or officer of any 
Canadian corporation. 


(2) The Committee has considered the rec- 
ommendation contained in the Watkins Re- 
port that in order to avoid United States 
restrictions on the freedom of Canadian sub- 
sidiaries to export, a Government export 
trade agency be created with the necessary 
powers to ensure that export orders are filled 
and they conform with Canadian law and 
Canadian foreign policy. The Committee be- 
lieves that more effective results could be 
achieved by somewhat different methods. It 
recommends that where the Canadian Owner- 
ship and Control Bureau is satisfied that a 
foreign controlled corporation is refusing to 
make sales because of the application of 
foreign laws, the corporation in question may 
be subjected to public utility regulation: in 
other words it is put in the same position as 
the railroads, telephone and telegraph com- 
panies and other public utilities and is re- 
quired to sell to all credit-worthy customers 
to the extent that it has products available. 
The Committee recommends that any such 
decision by the Bureau should be subject 
to appeal by the corporation involved but 
that pending the outcome of the appeal the 
public utility requirement should apply. If 
these provisions were adopted, the Committee 
does not believe that it would be necessary 
to create a Government export trade agency 
which might be relatively less efficient than 
existing private traders. 


(3) As a means of enforcing the law, the 
committee has considered carefully a sug- 
gestion made in evidence before it to the 
effect that in cases where there is a specific 
extraterritorial application of foreign laws to 
a Canadian subsidiary, the effect of the for- 
eign laws might be countervailed by the 


appointment by the federal government of a 
voting trustee. This trustee would exercise the 
voting rights of foreign owned shares of any 
corporation affected by such extraterritorial 
laws so long as they purported to apply to 
the Canadian subsidiary. During this time, 
also, any persons subject to the application 
of such extraterritorial foreign laws would 
be disqualified from holding office as a direc- 
tor or as an executive officer of such a cor- 
poration. 


Professor Rotstein indicated that a some- 
what similar procedure had been followed 
in France: 


“I can cite one instance where such a 
law, such a procedure, actually exists and 
has not tomy knowledge stifled American 
investment: the trusteeship provision is 
actually being used, has been used, in 
France. It has been used in the case of 
Fruehauf whose subsidiary in France 
received an order from a French agency 
which intended to ship, I believe it was, 
trucks to China. It rejected the order, 
since it would get into hot water with 
the American government. It has a num- 
ber of French shareholders, a minority, 
who raised an enormous row which then 
caused the French government to put 
Fruehauf into trusteeship whereupon the 
matter was ultimately effectively re- 
solved and the order was shipped.” 


Professor Rotstein indicated he did not 
think that such trusteeship legislation would 
substantially impair the inflow of American 
capital: 

“T think Mr. Servan Schreiber’s latest 
book is not such as to indicate, even with 
the situation such as we have seen in 
France, the problem is one of American 
investments falling off. On the whole, all 
forecasts indicate some great expansion. 
It is my personal opinion that they will 
have, if any effect at all, marginal con- 
sequences.” 


The Committee recommends that, as an 
additional sanction, consideration be given to 
incorporating the proposal of trusteeship into 
the Canadian Ownership Law. 
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PART IV—AMERICAN-BASED TRADE 
UNIONS 


4.01 General—In addition to considering Am- 
erican influence on Canadian corporations, it 
seemed relevant to review also American in- 
fluence upon Canadian trade unions. Much of 
the information contained in this section of 
the report has been based upon reports pub- 
lished under the Corporations and Labour 
Unions Returns Act, and particularly the 1967 
report. 

In 1967 more than two million Canadians 
were members of local unions, 64 per cent 
of these were members of locals chartered by 
international unions. The term ‘“interna- 
tional” union, like the term “multi-national” 
corporation, is probably a misnomer. In addi- 
tion to having the majority of their members 
in the United States, international unions have 
their headquarters in that country. In only 12 
of the 95 international unions reporting under 
the Corporations and Labour Unions Returns 
Act (““CALURA”) did Canadian membership 
exceed 15 per cent of the total membership. In 
62 international unions, the Canadian mem- 
bership was less than 10 per cent: and in 23, 
less than 5 per cent. Nevertheless for purposes 
of convenience the customary term inter- 
national union will be used in this report. 


4.02 Importance of International Unions in 
Canada—Thirteen of the unions in Canada 
with a membership exceeding 25,000, six of the 
nine unions with a membership over 50,000 
and two of the three unions having a mem- 
bership in excess of 100,000 were interna- 
tional unions with their headquarters in the 
United States. 

Practically all of Canada’s major export 
industries, including the large industries in 
both primary and secondary activities such 
as automobiles, steel, pulp & paper, and chem- 
icals were governed by the terms of col- 
lective agreements with Canadian branches 
of international unions. Indeed of the 15,676 
coliective bargaining agreements reported as 
in existence in Canada, 12,620 or 81 per cent 
were held by locals of international unions. 


Of the 1.5 million members represented by 
the 117 unions affiliated with the Canadian 
Labour Congress, 79.1 per cent belonged to 
82 international unions which were also affi- 
liated with the A.F.L.-C.1L.O. in the United 
States. Twenty-five of the 30 executive offi- 
cers of the Canadian Labour Congress have 
been drawn from the ranks of Canadians in 
international unions. However, with few ex- 


ceptions, the officers and employees of in- 
ternational unions in Canada are Canadians 
resident in Canada. 


In 1967, the Canadian members of inter- 
national unions increased by about 54,000 or 
4.2 per cent over the 1966 membership to a 
total membership of about 1,300,000. This rep- 
resented an increase of 30.3 per cent over 
the 1962 membership of about 1,000,000. How- 
ever it is to be noted that while the member- 
ship of international unions increased in ab- 
solute terms between 1966 and 1967 the in- 
ternationals’ percentage of the total union 
membership in Canada remained about the 
same (approximately 67 per cent) from 1962 
to 1966 and decreased to 64.3 per cent in 
1967. 


By way of summary, it is clear that in 
terms of membership, industrial coverage and 
financial resources, international unions with 
headquarters in the United States constitute 
the dominant force in Canadian organized 
labour. 


4.03 Consttiution of Labour Unions Each na- 
tional and international union has its own 
constitution or set of laws and rules which 
establishes the structure of the organization 
and the legal framework for its government 
and administration. The constitution fixes the 
relationship between the parent union and 
the locals. Typically, it sets forth a minimum 
amount of dues (and sometimes the maxi- 
mum) that members are required to pay to 
the locals, the portion of dues that locals 
must transmit to the parent union (the per 
capita tax), the general qualifications for 
membership, the functions of union officers 
and the method of their election, the fre- 
quency of conventions and the authority of 
the conventions, the composition of the union’s 
executive body, and disciplinary and appeal 
procedures. 


Canadian locals of international unions de- 
rive their rights from the constitutions of 
their parent organizations in the United 
States, including entitlement to union dues, 
to strike pay, pensions, welfare and other 
benefits, to jurisdiction under collective bar- 
gaining agreements and to property and other 
assets. They pay per capita taxes or affilia- 
tion fees to the international headquarters on 
the same basis as the United States locals 
and are subject to the same laws, regulations, 
disciplinary action and penalties as their 
United States counterparts under the same 
international union constitutions. 
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The union constitution is the basic charter 
which governs the internal operation of a 
union; and from a study of union constitu- 
tions it becomes clear that membership in an 
international union pre-supposes control in 
some areas by the parent body over the affili- 
ated subordinate bodies at the local as well 
as the intermediate levels. The international 
union charters the locals in the first place 
and the principle that the parent should have 
the power to discipline or even expel from 
membership recalcitrant subordinate bodies 
is clearly set forth in international union 
constitutions. Neither the authorizing lan- 
guage nor the reasons for taking disciplinary 
action are uniform throughout these consti- 
tutions, but the principle is well established. 
It is implied that subordinate bodies should 
operate and function in conformity with the 
governing laws and philosophy of the parent 
organization; where subordinates adopt their 
by-laws, such by-laws must be consistent with 
the objectives, principles and procedures of 
the parent body. Thus the framework for 
orderly and consistent operations within the 
total body is established; at the same time, 
the penalties for deviation are indicated— 
sometimes specifically, sometimes loosely, and 
sometimes only by implication. 


In this context, it is pertinent to note that 
the trusteeship device, whereby a parent la- 
bour organization suspends the autonomy 
otherwise available to a subordinate body 
under its constitution or by-laws, is one of 
the most effective instruments which inter- 
national as well as national unions have at 
their command for ensuring control over their 
local unions. Its use to discipline a local union 
or other subordinate bodies by appointing a 
trustee (or receiver, supervisor, administrator 
or representative) to assume control over its 
affairs, is a grant of power specifically auth- 
orized in most international union constitu- 
tions. 

The power to appoint trustees is exercised 
from time to time by international unions in 
respect of Canadian locals. In 1967 it was 
found that trusteeships over local unions had 
been established in 27 instances of which 26 
were instances of trusteeship imposed on 
Canadian locals by international unions. 


4.04 International Unions—Degree of Auton- 
omy In Practice While the foreging indicates 
clearly the dominance of the international 
union over the Canadian locals in constitu- 
tional and legal terms, this does not neces- 
sarily give a realistic view of the control 


actually exercised in practice. The pattern of 
actual control in Canada ranges over the 
widest possible spectrum. At one end, there 
are international unions whose control of 
Canadian local union activity is very small. 
On the other hand, there are internationals 
whose control over Canadian local unions is 
substantial. Between these two _ positions, 
there is a broad continuum of different de- 
grees of local autonomy. 


The available evidence indicates that the 
exercise of Canadian autonomy is greatest in 
those unions that are predominantly industrial 
in structure and concentrate in mass produc- 
tion, extractive and manufacturing industries. 
Their locals are generally larger in member- 
ship and more concentrated than the locals 
of other unions. They include such well 
known and long established organizations as 
the Steelworkers, Autoworkers, Amalga- 
mated Meat Cutters and Canadian Food and 
Allied Workers, Woodworkers, Communica- 
tions Workers, Longshoremen and Warehouse- 
ment, Electrical Workers, Machinists, Tex- 
tile Workers, Rubber Workers, Chemical 
Workers, Oil and Chemical Workers and 
Clothing Workers. 


Of particular significance is the fact that 
the elected vice-presidents and district offi- 
cers in most of the trade unions where Cana- 
dian autonomy is greatest are chosen at inter- 
national conventions by the votes of the dele- 
gates as members of the particular districts 
they represent and in some cases by a vote 
of all the members in the district. Specifically, 
the Canadian vice-presidents, directors and 
district board members of such unions are 
elected exclusively by Canadian delegates or 
members. 


A factor of some importance in the degree 
of Canadian autonomy is the personality and 
stature of the senior vice-presidents and dis- 
trict officers of international unions. The in- 
fluence which such men exercise is partially 
a function of their own attitudes and experi- 
ence. As one might expect, strong union lead- 
ers will insist on injecting their own views 
into the decision-making process. In most 
cases, Canadian districts have been able to 
exert an influence on headquarters’ policies 
and also to provide the main source of union 
leadership in Canada. This is not to detract 
from the fact that international union head- 
quarters exercise considerable authority over 
personnel policy, and several cases are on 
record where international headquarters have 
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intervened directly to make sweeping changes 
in the senior staff of Canadian districts. 

It is also significant that the elected vice- 
presidents (who are the senior Canadian offi- 
cers of International Unions) and district 
officers are paid out of Canadian bank ac- 
counts controlled by United States head- 
quarters of the international unions. 

Central to the whole question of Canadian 
autonomy and the transmission of influence 
from the United States are practices in such 
vital areas as collective bargaining and the 
use of the strike weapon. A study of union 
constitutions with identifiable clauses on the 
collective bargaining process, reveals that the 
formal authority of international head- 
quarters is usually confined to approval of 
collective agreements entered into at the local 
level, and that it is the Canadian local, not 
international headquarters, which deter- 
mines the scope and content of union requests. 

With regard to strikes, the right of final 
approval rests with international union head- 
quarters which normally acts on the advice 
of the Canadian officers. It seems logical to 
conclude that the overriding principle behind 
the formal position regarding strike action is 
that since the international union’s strike 
funds, or other forms of assistance, are avail- 
able to any local on strike, the international 
headquarters would desire to retain control 
over the decision to strike. 


The international union’s strike fund is 
established from the per capita fees paid by 
the locals to the international headquarters 
and is maintained under complete control of 
the international union. Generally the same is 
true of pension and welfare benefit plans 
which generally speaking are not portable. 

The Canadian labour movement is badly 
fragmented. Within the Canadian Labour 
Congress are a total of 112 unions, made up 
of 89 international unions and 23 national 
unions. These international unions range from 
the 8 member Cigar Makers International 
Union to the 150,000 member United Steel 
Workers of America. Forty international 
unions have less than 5,000 Canadian mem- 
bers. The small, weak unions cannot service 
their membership adequately, but the Cana- 
dian locals of the international unions do not 
have the right to merge without the prior ap- 
proval of the United States headquarters. No 
merger of international unions has ever 
taken place in Canada without the prior 
merger of the internationals in the United 
States. For example, the Steelworkers Union 
and the Mine-Mill Union were only able to 
merge in Canada after their parent bodies 


had first merged in the United States. Like- 
wise, the Central Railway Unions which re- 
cently merged in Canada to form the United 
Transportation Union, could only do so after 
the United States parent unions had already 
merged. It is generally recognized that the 
organizational structure of the Canadian 
labour movement needs rationalizing. 


405 Central Labour Organizations—The 
Canadian Labour Congress The Canadian 
Labour Congress is composed of affiliated 
national and international unions and their 
local union branches. It also has the power 
itself to charter local unions and has done 
so in a limited number of cases. 

The Congress is the Canadian counterpart 
of the A.F.L.-C.I.O. in the United States. 
However, although comprised preponderantly 
of the same international affiliates, these or- 
ganizations are by no means identical. The 
C.L.C. is an autonomous organization with its 
own constitutional provisions for the admis- 
sion and expulsion of member unions. Or- 
ganizations with jurisdictions conflicting with 
those of unions already affiliated with the 
C.L.C. are debarred from membership. How- 
ever, affiliation with the A.F.L.-C.1.O. is not 
a condition of admission to the C.L.C. 


The C.L.C. has only such powers and en- 
gages in such activities as are assigned to it 
by its affiliated unions and granted in its con- 
stitution. It has no direct authority to regu- 
late the internal affairs or activities of its 
member unions, whether national or inter- 
national, so long as they do not impinge on 
the jurisdiction of affiliated unions. Although 
the C.L.C., like the A.F.L.-C.1I.0O., has con- 
siderable influence with its union members, 
its actual power is the power of suspension 
or expulsion from the Congress, which must 
be approved by vote of the Congress 
convention. 


The basic authority of the Canadian Labour 
Congress flows from the convention. This is 
a biennial meeting attended by delegates from 
the national and international unions which 
are affiliated with the Canadian Labour Con- 
gress and also delegates from the local unions 
directly chartered by the Canadian Labour 
Congress. The policy of the Canadian Labour 
Congress is determined at its conventions 
and at these conventions the executive coun- 
cil of the C.L.C. is elected. This consists of 
the president, secretary-treasurer, two execu- 
tive vice-presidents, four general vice-presi- 
dents and thirteen vice-presidents. Between 
conventions, the executive council manages 
the affairs of the C.L.C. 
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4.06 Confederation of National Trade Unions 
The structure of the Confederation of Na- 
‘tional Trade Unions is similar to that of the 
Canadian Labour Congress, except that it 
has no international affiliates and confines its 
activities almost exclusively to the province 
of Quebec. 


The Confederation is made up of “federa- 
tions”, comprised of local branches or “syndi- 
cats’, the latter being formed by union 
members engaged in the same or similar 
employment. 

The total membership of unions affiliated 
with or chartered by the C.N.T.U. was ap- 
proximately 182,000 in 1967. 


4.07 Public Service Alliance of Canada The 
Public Service Alliance of Canada was formed 
in November, 1966, as a result of a merger 
between the Civil Service Federation of Can- 
ada and the Civil Service Association of 
Canada. At its founding convention, the new 
organization voted to affiliate with the Cana- 
dian Labour Congress. The alliance has some 
of the characteristics of a federation in that 
it is comprised of 14 self-governing com- 
ponents each of which maintains its own 
branches and membership. 

With headquarters in Ottawa, the Public 
Service Alliance of Canada maintains staff 
departments in research, organization and 
membership, accounting, administration and 
public relations. 


408 Committees of Railroad Brotherhoods 
The railroad brotherhoods have established an 
elaborate organization of delegated bodies or 
councils to promote and protect the interests 
of railway workers. Each local branch or 
“lodge” of a brotherhood has a “grievance” 
or an “adjustment” Committee or a ‘“protec- 
tive board” for each railway line represented 
in the lodge, provided they have five or more 
members employed on the line. The chairmen 
of these local committees form ‘“‘joint protec- 
tive boards’, or “general grievance commit- 
tees” for each railway system. These com- 
mittees are designed to settle grievances 
which cannot be resolved locally. They act 
also as negotiating committees in bargaining 
for collective agreements. 

Legislative committees have been estab- 
lished by the railroad brotherhoods to ad- 
vance the interest of the railway workers by 
petitioning for legislative action in the Parlia- 
ment of Canada or in the legislature of any 
province. 

The Canadian Railway Labour Executive’s 
Association, comprised of the senior officers 
of international and national railway unions 
active in Canada is a voluntary organization 


established for the purpose of promoting co- 
operative action and co-ordinated policy on 
all matters of mutual interest and importance 
to members of railway unions in Canada. 


The General Conference Committee, As- 
sociated Non-Operating Railway Unions, is 
a voluntary organization established by the 
non-operating unions as a policy making body 
in matters affecting wages and working condi- 
tions. It is comprised of the senior officers 
and the general chairmen of the 15-member 
railway organizations. 

The Negotiating Committee, Associated 
Non-Operating Railway Unions, constitutes 
the negotiating committee for the 15 railway 
organizations comprising the General Con- 
ference Committee. 


4.09 The Trade Departments In the United 
States the A.F.L.-C.I.O. have established a 
number of trade departments. Their functions 
are to facilitate union relations and to pro- 
mote the organized activities of specific groups 
of workers. Four of these departments are 
active and have chartered branches in Can- 
ada: Maritime Trades Department, Building 
and Construction Trades Department, Metal 
Trades Department and Railway Employees 
Department. These departments function in- 
dependently of the Canadian Labour Con- 
gress, and on occasion they have maintained 
in affiliation local unions opposed to Cana- 
dian Labour Congress policies or expelled 
from the Canadian Congress. There is a lack 
of information available concerning the ac- 
tivity of these trade departments as they fall 
outside the scope of the Corporations and 
Labour Unions Returns Act. 


4.10 Area Conferences The Area Conferences 
have been established by the International 
Brotherhood of Teamsters which has 37 Cana- 
dian locals with membership of 51,000. These 
bodies are organized along geographical lines 
—eastern conference, central conference, 
western conference—and function as the ad- 
ministrative arm of the international union 
headquarters in co-ordinating the bargaining 
activities of the locals on both sides of the 
border, with emphasis on area and industry- 
wide collective bargaining. They are finan- 
cially supported by a per capita tax levied on 
Canadian locals as well as United States 
locals which is matched by an equivalent 
amount contributed by the international union 
headquarters whose jurisdiction extends to 
both Canada and the United States. They also 
fall outside the scope of the Corporations and 
Labour Unions Returns Act and accordingly 
little additional information is available on 
their internal affairs or operations. 
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4.11 A.F.L.-C.I.O. Most international unions 
active in Canada became members of a single 
federation in December, 1955, when the Am- 
erican Federation of Labour and the Congress 
of Industrial Organizations merged to form 
the A.F.L.-C.I.O.. This federation is largely 
similar in structure to the Canadian Labour 
Congress and the organization of most large 
international unions. The biennial convention 
is the primary governing body, and the presi- 
dent and secretary-treasurer have essentially 
the same responsibilities as their counterparts 
in the Canadian Labour Congress and large 
international unions but on a substantially 
broader scale. The executive council which is 
elected at the convention consists of the 
president, secretary-treasurer, and 27 vice- 
presidents, who are mostly presidents of inter- 
national unions. Between conventions, the of- 
ficers, the executive council, the executive 
committee and the general board manage the 
affairs of the Federation. 


The A.F.L.-C.I.0. constitution makes pro- 
vision for 15 standing committees to guide the 
work of the Federation in various fields of 
activity. In addition, permanent staff depart- 
ments provide professional aid in research, 
education, organizing, political action and 
similar activities. 


The objectives and principles which guide 
the A.F.L.-C.I.O. are set forth in its consti- 
tution. Like the Canadian Labour Congress, 
the A.F.L.-C.I.O. has only such powers as are 
assigned to it by its affiliates or granted in its 
constitution. Although the Federation has a 
great deal of influence with its affiliated mem- 
bers, its actual power is the power of suspen- 
sion or expulsion, which must be approved 
by a vote of the Convention. The main source 
of support for the A.F.L.-C.1.0. is provided 
by a per capita tax levied upon the paid up 
membership of each affiliated union. 


412 Independent and Unaffiliated Unions 
Some 300,000 Canadian members of labour 
organizations, about 50,000 of whom are mem- 
bers of single firm or independent local 
unions, have not become part of any congress, 
federation, or other central labour organiza- 
tion either in Canada or the United States. 
These unaffiliated labour organizations arrived 
at their independent status by various routes. 
Some never joined a central labour organiza- 
tion, some joined and later withdrew, some 
were refused admittance, while still others 
joined and were later expelled. 


They include such long-established and well 
known labour organizations as the Interna- 
tional Brotherhood of Teamsters, Brotherhood 
of Locomotive Engineers, District 50 of the 
United Mine Workers of America, United 
Electrical, Radio and Machine Workers of 
America, Order of Railway Conductors and 
Brakemen, International Union, United Plant 
Guard Workers of America, and the Canadian 
Telephone Employees’ Association. 


413 Other Labour Organizations Member 
unions of central labour federations are also 
drawn together in secondary organizations 
designed to facilitate specific endeavours of 
parent organizations. The district union coun- 
cils are composed of representatives of local 
branches of a single union. They are designed 
to bring greater unity of action to local 
unions and to establish greater uniformity in 
wages, hours and working conditions among 
workers among various plants and localities. 


Local labour councils are organizations 
operating at the city or district level and 
are composed of representatives from char- 
tered local unions and local branches of na- 
tional and international unions. Unlike dis- 
trict union councils, it is not compulsory for 
local unions to join local labour councils. 
They have no authority to issue charters to 
affiliates, to order or terminate strikes or 
to become involved in the adjustment of 
wage disputes or other working conditions. 
They are the medium for establishing co- 
operation among, and promoting the common 
interests of, local unions organized in different 
industries and trades and they serve as the 
district spokesmen of organized labour. Local 
labour councils are represented in the pro- 
vincial federations and the conventions of the 
central congresses. Funds are obtained 
through a per capita tax on affiliates. Officers 
of Councils are elected by their delegates. 


Provincial federations are organizations 
formed by the Canadian Labour Congress at 
the provincial level, consisting of the congress 
affiliates in the province. Member organiza- 
tions of provincial federations of labour in- 
clude local labour councils, local branches 
of national and international unions and local 
unions directly chartered by the congress. 
Provincial federations function similarly to 
the congress in the appropriate provincial 
areas except that they do not charter local 
unions. Member organizations pay a per 
capita tax for the expenses of the provincial 
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body and are represented by delegates to 
their conventions. Also, the provincial or- 
ganizations send delegates to the conventions 
of the central congress. Officers of provincial 
federations are elected at conventions of their 
own organizations. 


Provincial federations are designed to afford 
an opportunity for co-operation and collective 
action on matters of common concern to affili- 
ated organizations in each province. They ap- 
ply themselves especially to provincial legis- 
lation and their officers make representations 
to provincial governments, although they also 
concern themselves with national and inter- 
national affairs. 


4.14 Canadian autonomy The question of 
Canadian autonomy was discussed at length 
in evidence given by Dr. John Crispo. With 
regard to relations between the C.L.C. and 
the A.F.L.-C.I.0., Dr. Crispo said: 
“My impression is that the C.L.C. is vir- 
tually independent of the A.F.L.-C.I.O... 


It has taken time to determine the 
degree of autonomy and I think what it 
has in fact established is almost com- 
plete. I could review for you at some 
length the record of disputes, of contro- 
versy, of conflict between these two 
organizations, and I think if I did so 
I would be able to prove to your satis- 
faction that no matter what issue arises, 
when it arises the C.L.C. point of view 
invariably in the final analysis 
triumphs.” 


With regard to the international unions 
Professor Crispo said: 


“Most international unions...claim, and 
let us emphasize that word, that they 
allow the Canadian members to run their 
own show. I believe this is largely true 
of most of the major unions. I am think- 
ing of steel, auto, packinghouse and 
woodworkers and you can go down the 


st. 2) Ooe not think: itis “true of the 
majority of the smaller international 
unions... 


In other words it is the larger unions 
with the greatest number of Canadian 
members that are prone to give their 
Canadian membership complete scope 
for running their own affairs. It is the 
smaller ones with smaller memberships 
...that...cannot meet all of these tests 
that I happen to believe are tests that 
should be met”. 


It is particularly relevant to note Profes- 
sor Crispo’s evidence with regard to the 
autonomy exercised by the Canadian Labour 
Congress and by Canadian branches of Inter- 


national Unions in the field of international 
affairs. In this respect he stated: 


“On foreign affairs the record is so clear- 
cut that I do not know why I should 
bother telling you about it. I do not care 
what issue you take...However, on this 
issue of foreign affairs, I do not think 
there is any doubt where the CLC has 
been. It has been on the side of the 
angels, if I may put it that way, whether 
you look at disarmament, Cuba, China, 
Vietnam, or anything else you want to 
talk about. I think the CLC has shown 
again by the positions it has taken that 
it does not buckle under to any kind of 
influence from south of the border. 


I had a brief section here on the effect 
of international unions on international 
relations. I really do not feel that compe- 
tent to deal with this. I looked at it, but 
could find very little evidence, so any- 
thing I say here is based on very scanty 
evidence. I think that simply means that 
by and large they have not had any effect 
on relations between the countries in the 
broadest sense. The exception, of course, 
I call the SIU fiasco. I do not know what 
you should call it, but that really was 
a case where international unionism was 
at the root of a great deal of controversy 
between the two countries, but we 
weathered it and thank God we finally 
stood up and were counted, and resisted 
the American overtures to go along with 
a trusteeship as long as two out of the 
three could be Americans, which is a typi- 
cal American approach to things. 


Otherwise, I do not think international 
unions have had that much effect one 
way or the other. My own impression is 
that where you find evidence, it tends 
to be positive. They have in fact helped 
on certain occasions and I cite here the 
example of the International Woodwork- 
ers of America. When the industry in the 
United States was trying to impose addi- 
tional barriers on Canadian import, the 
international union sided with their Cana- 
dian members and helped this country 
resist the tremendous pressures which 
were then being brought to bear to curtail 
our imports. 


Some of the other examples are not as 
encouraging. For example, the United 
Steelworkers of America will help at any 
time to ensure that our raw materials can 
go into the United States, or semi-finished 
products. They are not quite as charitable 
when it comes to finely finished and 
specially-finished steel products. But you 
can see their point of view. Just as we are 
trying to force more complete manufac- 
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ture in this country, they would rather 
get the thing ina less-manufactured state 
so their members can finish the job in the 
States. However, these things are part 
and parcel of the game.” 


Professor Crispo suggested five tests or 
guidelines which he thought should be fol- 
lowed by International Unions and empha- 
sized particularly the importance of financial 
autonomy: 

“T think that there should be control 
over union expenditures in Canada, and 
that the control over union expenditures 
in Canada should rest in Canada. I am 
not saying that international unions 
should not continue to hold back a pro- 
portion of the dues dollar raised in Can- 
ada, because they still provide services. 
There is often the strike fund. There is 
sometimes research. There is education. 
The convention expenses are paid for by 
the internationals, and there is the inter- 
national magazine. There are _ several 
things. 

I am not denying that there should be 
holdbacks. I am simply saying that once 
a rational calculation is made of what the 
Canadian portion of the international 
expenses are, the remaining funds should 
come under the control of the Canadian 
officers and the Canadian policy confer- 
ence. 


He who pays the piper calls the tune.” 


4.15 Advantages and Disadvantages of Inter- 
national Unions While international unions 
have certain disadvantages outlined below, 
it must be noted that on balance they have 
been decidedly advantageous to Canada. In 
terms of numerical support, funds for strikes, 
systems of union organizing, collective bar- 
gaining skills, demonstrable examples of 
better working conditions and higher wages, 
the link with the American unions has been 
of great value and it is doubtful if Canadian 
labour could have achieved its present strong 
position without it. 


The disadvantages result from the depen- 
dency of Canadian locals upon the parent 
international unions. In some cases this de- 
pendency results from the manner of electing 
the top Canadian officers, payment of the 
Canadian officers and staffs by the parent 
international unions, the fact that strike 
funds and at times pension and welfare funds 
are controlled by the international union 
headquarters, and the fact that pension and 
welfare benefits are not portable. 


4.16 Conclusions and Recommendations (Part 
IV—Trade Unions) 

It is the view of the Committee that, as 
stressed by Professor Crispo, it is up to 
workers to decide for themselves whether 
they should be represented in their collective 
bargaining units by national or international 
unions. 

From the evidence, the Committee con- 
cludes that there are important and basic 
differences between the effect of the activi- 
ties of multi-national corporations in Canada 
on the Canadian economy and that of the 
activities of international unions. It, there- 
fore, follows that a different approach is re- 
quired in the field of international unions in 
order to avoid interfering with the right of 
workers to join the union of their choice and 
to bargain collectively within the terms of 
provincial and federal legislation covering 
the bargaining process. However, the Com- 
mittee is also of the opinion that the devel- 
opment of a fully independent Canadian 
identity and the need that Canadian interests 
be always uppermost in every sphere of 
activity require that Canadian branches of 
international unions quickly gain the fullest 
possible autonomy and freedom of action in 
this country. The Committee believes that, 
as indicated earlier, there are numerous 
examples of this goal having been attained 
and the Commiitee also notes with pleasure 
that at the recent Canadian Labour Congress 
Convention the following resolution was 
adopted: 

“Whereas the international labour 
unions have coniributed to the establish- 
ment, growth and success of the trade 
union movement in Canada; and 

Whereas there is a growing tendency 
toward a Canadian identity in social and 
economic sectors of our society; 

Be it resolved that the Canadian Labour 
Congress adopt a firm policy supporting 
minimum standards of self-government of 
the Canadian sections of international 
unions; and . 

Be it further resolved that these stan- 
dards include: election of Canadian offi- 
cers by Canadians; policies to deal with 
national affairs to be determined by 
elected Canadian officers, and/or mem- 
bers; Canadian elected representatives to 
have authority to speak for the union in 
Canada; and 

Be it further resolved that the Canadian 
Labour Congress do all in its power to 
assist the affiliated unions in the attain- 
ment of these objectives.” 
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In view of these developments in the labour 
movement itself and in view of a growing 
concern by Canadian union members to 
achieve greater autonomy, the Committee has 
concluded that legislation is not required. 
However, the Committee also believes that 
it is desirable to recommend guidelines which 
would give encouragement and support to 
Canadian members of international unions in 
their desire to achieve greater autonomy. 


It is difficult to set out precise guidelines 
which would be applicable in all cases in view 
of the wide diversity in international union 
constitutions. However, certain general ob- 
jectives may be outlined: 


1. Canadian members and locals of 
international unions should be recognized 
as the Canadian section of the interna- 
tional. 


2. The Canadian section of the inter- 
national union should have the machinery 
and the authority to deal with all matters 
of concern to the Canadian members and 
locals. AS a general principle, interna- 
tional headquarters should not put a 
Canadian local into trusteeship without 
the advice of the Canadian headquarters. 


3. In particular, Canadian members and 
locals of international unions should have 
complete authority with regard to their 
collective bargaining program, to the set- 
tlement of disputes and to the conclusion 
of collective agreements, which should 
not require approval in the United 
States. 


4. Canadian officers of international 
unions snould be elected by Canadians 
either by delegates at conventions or by 
the Canadian membership. 

5. As far as is possible, machinery 
should be provided so that control over 
expenditures and staff in Canada rests 
with the Canadian section and its officers. 
Financial statements in reasonable detail 
giving members a clear view of the finan- 
cial operations of the union should be 
made available to all members. 

6. Generally, all steps should be taken 
to give Canadian sections of international 
unions full authority to deal with all 
matters, whether they are concerned with 
the internal administration of the Can- 
adian locals or with general social and 
economic policy or with collective bar- 
gaining, without any control from outside. 


As was suggested earlier, there is not now 
sufficient information available with regard 
to the workings of international and, indeed, 
national unions in Canada. The Committee, 
therefore, recommends that a division be 
established in the federal Department of 
Labour to obtain, correlate and publish rele- 
vant information with regard to international 
and other unions operating in Canada and 
that it have legislative authority to demand 
and receive such information particularly with 
respect to the above guidelines. 
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PART V—CULTURAL RELATIONS AND 
COMMUNICATIONS 


5.01 The Importance of Communications. In 
explaining the reasoning behind the govern- 
ment’s attempt to protect the communications 
sector of the economy, the Watkins Report 
expressed it as follows: 
“The rationale transcends narrowly eco- 
nomic considerations. Communications 
lie at the very heart of the technostruc- 
tures of modern societies. Canadian 
ownership and control facilitate the 
expression of Canadian points of view.” 


Communications are also inextricably 
bound up with the basic question of Canadian 
cultural identity and cultural integrity. The 
central questions seem to be ‘“‘How are Cana- 
dians different from Americans?” “How can 
Canada succeed in remaining a distinct na- 
tion in the face of the massive cultural in- 
flows from the U.S.?” In an interview a few 
years ago, the distinguished Canadian expa- 
triate, John Kenneth Galbraith, one of the 
world’s leading economists, was asked 
whether Canadians should be concerned more 
about cultural domination by the United 
States or economic domination. He replied: 

“This is an important question and one 
which I think is very much misunder- 
stood. In good Calvinist fashion, when 
Canadians talk about cultural autonomy, 
they really have economics in mind. 
They follow my friend Walter Gordon 
and talk about economic autonomy, 
which on the whole is rather unimpor- 
tant. It really doesn’t exist any more, 
anywhere in the world. If I were still a 
practising as distinct from an advisory 
Canadian I would be much more con- 
cerned about maintaining the cultural 
integrity of the broadcasting system and 
with making sure Canada has an active, 
independent theatre, book-publishing in- 
dustry, newspapers, magazines and 
schools of poets and painters. I would 
be very much concerned that the widest 
possible support was given by all levels 
of government to the preservation of the 
cultural traditions associated with the 
particular ethnic groups in Canada, and 
with French Canada. Also to make sure 
that Canadian theatre and artists re- 
ceived encouragement. And that people 
weren’t totally dependent on American 
magazines. These are the things that are 
important for the maintenance of cul- 
tural autonomy. I wouldn’t worry for a 


moment about the difference between 
Canadian or American corporations.” 


He was then asked whether he thought 
Canada should make a determined effort to 
increase its stake in the Canadian economy, 
and he replied; 

“JT would say this is a very minor con- 
sideration as compared with increasing 
the Canadian stake in the things I’ve 
just mentioned. These are the things that 
count.” 


Mr. Pearson repeated the warning before 
this Committee: 
“ the threat to our national identity 
and the preservation of a separate Cana- 
dian nationalism... is even greater from 
non-economic sources than that from 
economic and investment sources.” 


For decades the frailty of our national 
identity and our susceptibility to American 
cultural domination have been burning issues. 
Our exposure to American culture through 
all forms of communication,—books, mag- 
azines, newspapers, radio and T.V., cinema 
and theatre—have been well documented by 
a series of Royal Commissions reflecting a 
national preoccupation with the problem. 


5.02 The Problem Areas. It might be useful 
to outline a few of the problem areas: Cana- 
dian newspapers are, in general, in a strong 
position in Canada. In the periodical field, 
however, due to the two exemptions granted 
some time ago under the Income Tax Act, 
Timé and Reader’s Digest, two American 
periodicals, have a significant advantage, not 
only over Canadian periodicals by virtue of 
their large scale of operations but also over 
other strong American competitors such as 
Newsweek which was not exempted from the 
restrictive provisions of the Income Tax Act. 
In addition, it should be noted that the major 
North American distributing agencies are 
United States owned with the result that 
foreign control may extend to what actually 
appears on the Canadian newsstands. 

In the Canadian book printing and publish- 
ing industry the main difficulty lies in the 
lack of an export market. Since the domestic 
market is small, the industry can achieve ma- 
jor production economies only through exports. 
However, the United States Copyright Act 
limits to a few thousand copies of any given 
title the importation of books into the United 
States. The United Kingdom book industry, 
which is. much stronger, has bargained for 
an exception to the American import restric- 
tions and this results, in effect, in the division 
by the United Kingdom and the United States 
of the English-speaking world book trade. 
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The Canadian film market is dominated by 
United States distributors and in fact the 
Canadian market is sold as a part of the 
United States film market for film purposes. 
This imposes problems in developing a feature 
film industry in Canada. United States domi- 
nation of distribution networks also has an 
adverse effect on Canadian ownership or con- 
trol of theatres and on television film rights. 


Although the newspapers are Canadian- 
owned, many Canadians are concerned over 
the penetration of American news agency 
copy and American syndicated columns at 
the expense of Canadian writing. Claude 
Ryan, considering that Canadians rely on 
United States sources for international infor- 
mation to a much greater degree than they 
realize, put it this way: 


“Internationally speaking, international 
news is submitted to English-Canadians 
by United States news Agencies and 
viewed through the United States concept, 
the United States lens.’ 


Through an arrangement with the Asso- 
ciated Press News Agency, the Canadian Press 
now depends on A.P. for most of its inter- 
national service. World events and United 
States responses are often therefore described 
in Canadian dailies in roughly the same terms 
as they are in American newspapers with the 
only adaptation occurring at the editorial 
level. . 

Mr. Pearson contrasted the Canadian edit- 
orialists demanding government action to pro- 
tect Canadians from United States cultural 
invasion while on the same page American 
Syndicated writers would be featured on 
every conceivable subject. There seems to be 
an obvious need at the very least for greater 
diversity in international news sources. 

Two other areas of concern relate to the 
potentially explosive issues of satellite com- 
munications and data transmission. In both 
these fields the United States has a resounding 
world lead. Professor Safarian stated that the 
computer industry will become, in the future, 
as economically powerful a force as the auto- 
mobile industry to-day. The Minister of Com- 
munications, in emphasizing the cultural and 
political significance of the computer industry 
said in a recent speech that it 

“will, I predict, equal that of the broad- 
casting industry, providing us with an 
immense range of information, entertain- 
ment and education. In so doing, it will 


determine many of the decisions we make 
and many of the ways we live our lives.” 


In referring to data transmission and infor- 
mation retrieval systems, he pointed out the 
disadvantage and potential danger to Canada 
of having vitally important Canadian informa- 
tion (such as data on Canada’s resource devel- 
opment or confidential medical, legal or credit 
information) beyond the reach of Canadian 
law. The computer industry in Canada is at 
present 80% controlled by United States firms. 


5.03 Positive Steps which have been Taken 
Aware of the Canadian vulnerability to the 
outpourings of privately owned American com- 
munications media, various Canadian gov- 
ernments have attempted to develop the 
outlines of a Canadian communications policy. 

As pointed out in Section 3.08 of this Report, 
control of Canadian radio, television and cable 
broadcasting rests in Canada under the Broad- 
casting Act. In addition, the publicly-owned 
Canadian Broadcasting Corporation and the 
National Film Board provide for direct Can- 
adian control in these fields. Further, there 
are federal funds available for Canadian film 
makers from the Canadian Film Development 
Corporation. 


The role played by the Canadian Broad- 
casting Corporation during the past thirty 
years in helping to develop a national identity 
and strengthen the understanding between 
the linguistic and regional groups has been 
recognized as of prime importance. Mr. George 
Ferguson pointed out, as he made a plea for 
less commercialism in the C.B.C., that during 
recent years when the United States mass 
media were exerting more and more influ- 
ence in Canada: 


“The C.B.C. and the National Film Board 
also played unobtrusive but important 
roles in keeping Canadianism to the fore- 
front. We began to know more about each 
other, a process which has gone a long 
way to keep us in being and proud of 
ourselves.” 


In both public and private Canadian broad- 
casting, the Federal government has taken 
further steps to stem the tremendous inflow 
of American programs. It has empowered the 
public regulatory body, the Canadian Radio 
and Television Commission, to regulate the 
“Canadian content’, among other things, in 
radio and television broadcasting. The C.R.T.C. 
has issued regulations for radio and T.V. 
requiring increased Canadian content by spe- 
cified dates. It has also proposed regulations 
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relating to microwave link-ups that carry 
United States channels to Canadian points 
not near enough to receive them directly. 
Former Prime Minister, Mr. Pearson, as a 
witness before the Committee emphasized the 
importance of this action: 
“You cannot close the air but you can 
take a positive stand and try to make it 
possible for the Canadian voice over the 
air and the Canadian image on the tele- 
vision screens to be seen more often, more 
forcefully.” 


More recently, through the legislation on 
Telesat, the government has ensured Cana- 
dian control in the field of satellite commu- 
nication. In the data transmission field where 
the United States has an immense techno- 
logical advantage over the rest of the world, 
the government is apparently considering the 
adoption of a broad national agency involving 
a mixture of government and private parti- 
cipation to co-ordinate the over-all future 
developments of computer use in Canada, 
although no action has been taken in this 
field as yet. 


5.04 Conclusions and Recommendations (Part 
V) The Committee realizes that a number of 
the subjects dealt with in this Part on 
Communications have been and are being 
investigated much more extensively by other 
Parliamentary committees which undoubtedly 
have available to them much more specialized 
and detailed information than is available to 
this Committee. The subject, however, is of 
such importance in considering relations with 
the United States that the Committee felt it 
must reach conclusions and make recom- 
mendations. 


This Committee notes the steps which gov- 
ernments have taken over the years to 
restrain the influx of the products of Ameri- 
can mass media into Canada and to protect 
existing Canadian institutions of communica- 
tions. However, in the face of new develop- 
ments not the least important being the 
potential impact of new communications tech- 
nology, the Committee considers that there 
are further areas where action should be 
taken. 


The Secretary of State for External Affairs 
stated before the Committee that a positive 


policy was to be preferred to a negative policy 
in the field of communications, as well as in 
foreign ownership in general. He favoured 
action which would “give Canadians a choice” 
and the Committee interprets this to mean 
that it may be necessary to strengthen Cana- 
dian institutions in the communications field. 

The Committee recognizes the role played 
by the C.B.C. and by the regulations of the 
C.R.T.C. in developing Canadian content in 
the radio and broadcasting field, and concludes 
that continued support for the C.B.C. is 
justified. 

The Committee recognizes that recent 
CRTC regulations concerning the amount of 
Canadian radio and television content to- 
gether with certain of the Commission’s pro- 
posed regulations in respect of cablevision 
have resulted in strong criticism from some 
quarters. 

However, in general, the Committee sup- 
ports the policies of the CRTC. 

The Canadian Press has played an impor- 
tant role in developing its own sources of 
information abroad. It is particularly im- 
portant that the Canadian Press should have 
representation in foreign countries in order 
that Canadian newspapers will have inter- 
national news interpreted by Canadian cor- 
respondents. 

In regard to periodicals, the Committee 
considers that the privileged position of 
“Time” and “Reader’s Digest” should be ter- 
minated and their exemption from the 
special provisions of the Income Tax Act 
relating to foreign owned periodicals should 
be eliminated. | 

Concerning the book publishing question, — 
the Committee would be opposed to any limi- 
tation being placed on the free flow of infor- © 
mation into the country. Rather, it considers — 
the emphasis should be on gaining, as the 
British did, exemption from the provisions 
of the United States Copyright Act in order 
to provide broader marketing opportunities 
for Canadian books in the United States. The 
Committee hopes that the Government might 
assist the industry in such representations to 
the United States authorities. 
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PART VI—INSTITUTIONAL ARRANGE- 
MENTS FOR THE CONDUCT OF 
RELATIONS BETWEEN CANADA 
AND THE UNITED STATES 


6.01 The Problem of Co-ordination Consid- 
ering the range and complexity of Canadian- 


USS. relations, there has been a remarkable 
record of successful bilateral agreement be- 
tween the two governments. 
presumes the existence of efficient govern- 
_mental machinery for the conduct of these 


This success 


bilateral relations. The Committee has given 


considerable attention to this existing ma- 


chinery, in particular the organizational 


arrangements in the United States Depart- 
ment of State and the Canadian Department 
of External Affairs. It has been presented 


with two studies on this subject: “Canadian 


Governmental Instruments for Conducting 


Relations with the United States” and “The 


Formulation of United States Policy towards 


| 


Canada”, 
The Committee has examined the problem 


with the aim of seeing if the existing ma- 


_chinery functioned as effectively as possible. 
_In its view one of the most difficult but also 
one of the most important aspects is the 
problem of co-ordinating all the Canadian 
governmental dealings with the United States 
to form a unified and coherent policy. 


The Merchant-Heeney Report emphasized 


the need for co-ordination in the conduct of 
-Canadian-U.S. relations: 


“There is a responsibility on each side 
to ensure, within its government appar- 
atus, a high degree of interdepartmental 
co-ordination and discipline. Otherwise 
the conduct of business will be inefficient 
and productive of unnecessary difficulty.” 


The Committee does not have a clear overall 


understanding of how co-ordination between 


Canadian governmental and interdepartmen- 
tal groups is effected, and is therefore unable 


to make a definitive judgment. Nevertheless, 
it has an uneasy feeling that this is a prob- 


lem which needs further attention. With such 


a multitude of contacts which are carried on 
daily by telex, telephone, direct air flights, 
and mail between the Canadian departments 


-and agencies and the United States govern- 


mental and private concerns, there seems to 


be a serious danger that decisions could be 
taken and policies formed which would work 


at cross-purposes with each other to the 
detriment of bilateral relations. 


6.02 Information Activities The departmental 
study entitled “Canadian Governmental In- 
struments for Conducting Relations with the 
United States” noted that four External 
Affairs officers in Washington were involved 


in information work. It also reported that one 
third of the departmental budget for infor- 
mation work ($1,600,000) supported activities 
in the United States. Since the departmental 
report was prepared the budget has been cut 
back and the information staff in Washing- 
ton has been cut somewhat. 


In view of the importance to Canada of 
relations with the United States and, in par- 
ticular, the range of direct United States 
involvement in Canada, the Committee con- 
siders that a carefully devised and extensive 
Canadian information programme is needed 
in the United States. Where contact is pri- 
marily with the government of a foreign 
country, an information programme does not 
have the same importance. But with Cana- 
dian-American relations becoming much more 
extensive and the likelihood that differences 
between Canadian and American interests 
will sharpen, the Committee believes that it 
will become increasingly important that the 
Canadian point of view be advanced in the 
appropriate American media. The Committee 
doubts that the present limited programme 
in the United States can achieve this objec- 
tive. 


6.03 Congressional Relations Evidence showed 
that one of the difficulties faced by Canadian 
officials in the United States derives from the 
Separation of powers in the governmental 
system of that country. There is apparently a 
belief that the Embassy, as the representa- 
tive of the Canadian government, should 
direct its attention primarily toward the 
United States executive branch. It has even 
been suggested to the Committee that exten- 
sive dealings with Congress might damage 
relations with the Administration, which have 
always been close and good. 


The Committee has received some evi- 
dence on the practice of other embassies in 
Washington which have made Ministers or 
other senior officers responsible for direct 
dealings with Congress. This has been done 
partly because United States senators and 
congressmen are not accessible to less senior 
foreign official. The Committee believes that 
the possibility should seriously be examined 
of appointing a senior officer to the Embassy 
who could concentrate on congressional rela- 
tions. The Committee supports this sugges- 
tion also because it believes it to be very 
important to have in Washington someone 
with the time and personal standing to ex- 
plain Canada’s case in all situations of diffi- 
culty. The independent power of Congress 
makes it particularly important to avoid un- 
necessary irritation of United States Con- 
gressmen and this may well be a danger if 
Congressmen are dependent on United States 
press reports of difficult problems. 
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Several members of the Committee have 
served on the Canadian delegation to the An- 
nual meeting of the Canadian-American 
Inter-Parliamentary Group. In this context, 
Mr. Dale Thomson, a Canadian professor now 
with Johns Hopkins University, Washington, 
testified: 

“An organization of great potential value 
is the Canada-United States Inter-Par- 
liamentary Group particularly in view 
of the increased interest of Canadian 
MP’s in international affairs...’’. 


Members of the Committee with direct ex- 
perience share this view of the Group’s po- 
tential value. Bearing this fact in mind, the 
Committee considers that the possibility of 
longer working sessions should be carefully 
considered and possibly a greater continuity 
of membership on the Canadian side. 


On this point, Mr. Thomson states: 


“T think what we really do need is to 
have members of Parliament who are 
specializing in Canadian-American rela- 
tions who develop easy access to Capitol 
il? 


Along a similar line, the Committee has 
been favourably impressed by a proposal 
put forward by the Donner Foundations of 
the United States and of Canada for regular 
exchanges between legislators and their staff 
in both directions. It understands that this 
programme, which its immediate sponsors 
had failed to activate, is in danger of being 


allowed to lapse. The Committee expresses 
the hope that the Donner Foundations might 
look for organizations which might be able 
to work out a programme of exchanges, which 
could be of great benefit to Canada. 


6.04 Conclusions and Recommendations 
CPartav Tt) 


The Committee recommends that the Gov- 
ernment should review the problem of co- 
ordinating all Canadian governmental deal- 
ings with the United States to provide for a 
unified and coherent policy with the United 
States. 

In fields involving continuing co-operation 
with the United States, the Committee recom- 
mends that consideration should be given 
to the use of bilateral bodies where repre- 
sentatives of the two countries meet as 
equals. 

The Committee emphasizes the importance 
of an effective Canadian information pro- 
gram in the United States and recommends 
that consideration be given to extending the 
present service as soon as budget considera- 
tions allow this to be done. 

Finally the Committee recommends that 
consideration be given to establishing closer 
relations with the United States Congress 
and Congressmen both on the part of the Em- 
bassy staff and by Canadian parliamentari- 
ans. 
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PART VII SUMMARY OF CONCLUSIONS 
AND RECOMMENDATIONS 


7.01 Conclusions and Recommendations 
(Part I) Basic Issues 


The danger facing Canada is not one of 
political absorption by the United States: The 
danger which Canada must guard against is 
that it will drift into such a position of de- 
pendency in relation to the United States that 
it will be unable, in practice, to adopt policies 
displeasing to the United States because of 
the fear of American reaction which would 
involve consequences unacceptable to Cana- 
dians. The Committee believes it is in the 
interests of both Canada and the United States 
that Canada should remain politically united 
and economically strong. 


The Committee has concluded that, in addi- 
tion to maintaining political independence, 
Canada must also maintain a sufficient degree 
of military, economic and cultural independ- 
ence that it will, in practice, be able to make 
the independent decisions which constitute the 
vital characteristic of an independent nation. 


7.02 Conclusions and Recommendations 
(Part II) Economic Dependency 


It is clear that there is an unusually high 
degree of interdependency between Canada 
and the United States. Because of the much 
smaller Canadian economy, because Canadian 
imports from the United States and exports 
to that country constitute such a high per- 
centage of total Canadian imports and exports 
and American investment in Canada consti- 
tutes such a large percentage of total foreign 
investment, Canada’s position in relation to 
the United States is such that it would be 
seriously affected by any adverse economic 
developments in the United States, whether 
such developments took the form of inflation 
or recession; and similarly the United States 
would be affected by conditions in Canada, 
but to a lesser degree. 


The Committee has also noted the close 
inter-relationship referred to by Mr. W. Earle 
McLaughlin between Canada’s adverse trade 
balance on current account with the United 
States and its imports of capital from that 
country. 


The Committee therefore recommends that 


| the Federal Government, in collaboration with 


Provincial Governments, should take steps to 
bring Canada’s current account with the 
United States into better balance by increas- 
ing its exports to the United States, increas- 
ing the flow of American dollars into Canada 
through tourism and other service activities, 
and by searching out alternative sources of 


imports; that it seek diversified sources of 
investment capital which Canada will require 
for its future resource and industrial develop- 
ment, and that it encourage greater Canadian 
investment in Canadian development. 


The Committee has also concluded that 
while continuing attention is required, the 
Defence Production Sharing Program has not 
up to the present time been the cause of un- 
due dependency on the United States, and that 
on balance the program has operated to 
Canada’s advantage. 


Conclusions and Recommendations 
(Part IID 


American Ownership and Control of Canadian 
Resources and Industry 


7.03 Definite Policy Required on Foreign 
Ownership 


The Committee endorses the conclusion 
of the Watkins Report at page 392 to the 
effect that the major deficiency in Cana- 
dian policy with respect to foreign ownership 
has been not its liberality toward foreign 
investment but the absence of an integrated 
set of policies with respect to it. The Com- 
mittee also accepts as valid the objectives 
stated in the Watkins Report at page 393 
namely 

—“To require foreign owned subsidiaries 
in Canada to behave as ‘good corporate 
citizens’ of Canada and to perform in 
ways that are fully consistent with 
Canada’s economic and political inter- 
ests. 


—To improve the overall efficiency of the 
Canadian economy, and the perform- 
ance of Canadian corporations, Cana- 
dian owned as well as foreign owned, 
in ways which will facilitate the capa- 
city to generate self-sustained economic 
growth. 

—To take positive steps to encourage in- 
creased Canadian ownership and con- 
trol of economy activity in ways that 
will facilitate the achievement of 
greater national independence and con- 
tinuing economic growth.” 


Canadian policy with regard to future 
foreign investment must be clear but flexible 
and the methods employed to ensure com- 
pliance with such policy must be fair and 
firm. 

The guidelines issued in 1966 to foreign 
dominated companies (which are quoted in 
Section 3.24 above) mark the beginning of a 
policy on foreign ownership. The Committee 
recommends that these guidelines be kept 
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under constant review, that they be amended 
and strengthened as indicated in section 3.32 
above and that action be taken to make com- 
pliance with them more effective in the 
future. 

While foreign investment to date has re- 
sulted in substantial advantages to Canada, 
it has also resulted in disadvantages. 
Canada should make every effort to minimize 
these disadvantages in the future and the 
Committee believes that this can be done by 
taking the action indicated below. 

Among the disadvantages to which atten- 
tion should be directed, the Committee par- 
ticularly emphasizes the extra-territoriality 
of United States laws, the fragmentation of 
the Canadian market among an excessive 
number of American-owned subsidiaries and 
the switching to the United States of the locus 
of decision-making in vital industries as a 
result of the excessive domination of such 
industries by American companies. 

The Committee believes it to be impor- 
tant that governmental action to minimize 
disadvantages of foreign investment should 
be scrupulously fair to existing investors. 


7.04 Positive Measures for Economic Effi- 
ciency The Committee accepts the conclu- 
sions of the Watkins Report (at pages 404 to 
406) and the evidence given by Dr. John 
Deutsch and others that policies adopted by 
the government should be positive in their 
nature and designed primarily to improve 
the performance of Canadian industry and 
to encourage Canadian owned firms to secure 
an increased share of vital domestic and ex- 
port markets. Specifically the Committee 
makes the following recommendations: 


(1) It is recomended that the Department 
of Industry, Trade and Commerce should 
continue to provide leadership and planning 
in rationalizing Canadian industries through 
the encouragement of mergers of existing 
sub-optimal firms and the rationalization of 
the tariff. The anti-combines legislation 
should explicitly allow for this activity, 
though it should continue to apply to indus- 
tries rationalized under Government aus- 
pices so as to ensure public benefit. The Gov- 
ernment, where it aids in the financing, 
should participate in the equity through the 
Canada Development Corporation or other- 
wise. The Canada Development Corpora- 
tion should aid in the financing of this indus- 
trial rationalization program through mer- 
gers and could by equity participation, pro- 
vide a Canadian presence in those cases 
where the industry is largely foreign con- 
trolled. 


(2) As recommended in the Watkins Re- 
port, (at page 406) the Federal Government 
should continue to promote multi-lateral 
tariff reduction in the interest of the over- 
all efficiency of the Canadian economy, and 
in order to facilitate the access of Canadian 
industry to export markets. At the same 
time, the Government should take special 
steps, when there are agreements to rational- 
ize industries or encourage mergers, to limit 
any tendencies under free trade for the locus 
of private decision-making to shift outside 
Canada and for overall Canadian employment 
to suffer. 


(3) The Federal Government, if possible in 
collaboration with the provinces, should take 
all possible steps to improve management edu- 
cation and training in Canada; to encourage 
research and development in Canada, speci- 
fically by strengthening the links between 
Government, university and industry re- 
search; ensure Canadian benefits from Gov- 
ernment-subsidized research and develop- 
ment, as, for example, by prohibiting export 
restrictions and by using some Government 
funds for purely Canadian initiatives. It 
should also take all possible steps to encour- 
age the growth in Canada of merchant bank- 
ing facilities, that is to say, financial insti- 
tutions with entrepreneurial ability. Specifi- 
cally it should consider improving the legal 
position of the closed end funds so that they 
will become more effective vehicles for the 
exercise of Canadian entrepreneurship. 


(4) Many witnesses suggested that the Gov- 
ernment should make a special effort to en- 
courage the growth of Canadian owned com- 
panies in rapidly growing “high technology” 
industries. This would be desirable provided 
proper precautions are taken to avoid encour- 
aging unduly particular industries which are 
being given special incentives by other coun- 
tries for the same reason and at the same 
time. 


Particular attention should also be given to 
industries of special interest and importance 
to Canada. Canada should be the leader in 
innovation in the agricultural machinery in- 
dustry. Yet the Committee understands that 
very little important Canadian research and 
development are carried on in this important 
field. 


(5) In view of the possibility that in the 
future, the inflow of American capital may 
decrease because of American balance of 
payment difficulties or for other reasons, the 
Committee recommends that the Government 
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give careful attention as to how the growth 
of the Canadian economy can be maintained. 
As noted in the Watkins Report (at page 
410): 
“the increasing stringency of American 
balance of payments policy gives urgency 
to the recommendations to improve the 
quality of Canadian factors of produc- 
tion and the efficiency of their use, and 
to create the Canada Development Cor- 
poration, so as to enhance the capacity 
of the Canadian economy to grow with 
relatively less foreign direct investment’. 


(6) The Committee has also concluded that 
it is better to have foreign investments in 
Canada spread among a number of countries 
rather than being as highly concentrated as 
they now are in the hands of American in- 
vestors. The Committee recommends there- 
fore that the Federal Government in col- 
laboration with the provincial governments 
exert every effort to increase the flow of 
investment capital from other countries, while 
trying to avoid the undue concentration of 
such investment in any particular industrial 
sector. 

(7) The Committee was informed that in 
recent years, much of the new debt capital 
for foreign-controlled firms was provided by 
Canadians. This weakens the argument that 
one of the major benefits for Canadians is 
the significant amount of new development 
capital brought to Canada by foreign-con- 
trolled firms. In view of this, the Committee 
recommends that the government should con- 
sider the adoption of a policy requiring that 
the percentage of total debt capital obtained 
in Canada by foreign-controlled corporations 
be limited to the percentage of equity held 
in the foreign-controlled corporations by 
Canadians. 


7.05 Canada Development Corporation The 
Committee is in accord with the proposal to 
establish a Canada Development Corpora- 
tion. During its hearings, the Committee 
heard many opinions expressed concerning 
the role which this Corporation might fulfil 
—a giant mutual fund for small Canadian 
investors—a holding company bringing large 
investment interests together into consortia 
for large projects—a Crown corporation— 
a buy-back company and an entrepreneuri- 
ally oriented development agency. 


The Committee agrees with the Watkins 
Report (at page 274) and with much of the 
evidence presented to it that the main pur- 
pose of the Canada Development Corpora- 
tion should be that of a large holding com- 
pany with entrepreneurial and management 
functions; it should assume a leadership role 
in Canada’s business and financial community 
in close co-operation with existing institu- 
tions; it should help to organize consortia of 
investors domestic and foreign to carry out 
large projects beyond the capacity of a single 
institution, while throughout maintaining a 
clear Canadian presence. 


Its main purpose should not be to buy back 
Canadian businesses now owned by Ameri- 
cans or other foreign citizens. Nevertheless, 
in exceptional circumstances it would be 
permitted to make investments to retain or 
establish a Canadian presence in a vital in- 
dustry where it would serve as a pacemaker 
or a goad for foreign owned corporations. 


The Canada Development Corporation 
should not be primarily a widely held invest- 
ment fund with holdings in a great number 
of enterprises, nor should it be concerned 
with trying to outbid American businesses 
each time they try to buy Canadian concerns. 
Rather, the Canada Development Corpora- 
tion should exercise the role of leader in 
stimulating entrepreneurial activity. For 
example, it could arrange mergers among 
smaller Canadian companies which needed 
a large scale financial and administrative 
base and it might become an investor in such 
enterprises. In any new venture or new 
field or in a field of high technology or in 
the Canadian North or other remote regions, 
the Canada Development Corporation might 
become the _ principal Canadian investor. 
The Panarctic Oils venture is an ex- 
ample of Government activity in this field 
already. The Canada Development Corpo- 
ration should give the lead in industrial ra- 
tionalization schemes and in worthwhile joint 
venture opportunities. 

At an appropriate time, shares of the 
Canada Development Corporation should 
be made available to the public as well as to 
provincial governments. In recent years, 
Canadian institutions and individuals have 
been unable to find attractive Canadian in- 
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vestment opportunities and have put their 
money into American equity securities. On a 
per capita basis Canadians, in fact, invest 
more in the United States than Americans 
invest in Canada. It is the hope that the 
Canada Development Corporation could have 
a positive effect on the repatriation of these 
Canadian funds. 


7.06 Canadian Ownership and Control Bureau 
It is proposed that a Canadian Ownership 
Law be enacted establishing a Canadian 
Ownership and Control Bureau under the 
direction of a Minister. 

The purpose of the Bureau would be to 
perform many of the functions referred to in 
the Watkins Report (Pages 395 to 397). More 
specifically, in co-operation with appropriate 
agencies, departments and bureaus of govern- 
ment, it would: (1) Compile information 
relevant to foreign-owned firms in Canada; 
(2) Undertake on a continuing basis research 
into foreign ownership in this country; (3) 
Disseminate information in respect of foreign 
ownership to relevant Government Depart- 
ments and agencies; (4) Identify alien-domi- 
nated firms, with authority to obtain and to 
compile all relevant information with regard 
to their operations; (5) Assess their perform- 
ance under the guidelines; (6) Consider taxa- 
tion procedures in co-operation with the De- 
partment of National Revenue to ensure that 
taxation assessments of foreign-owned firms 
are fair and equitable; (7) Devise better 
methods for assuring compliance of foreign- 
owned firms with the guidelines; (8) Suggest 
improvements in the guidelines; (9) Co-ordi- 
nate the work now being done under the 
Corporations and Labour Unions Return Act 
and the Guidelines Branch of the Department 
of Industry, Trade and Commerce. 

The Bureau, in making recommendations 
with regard to proposed government action to 
assure compliance with established guidelines 
for foreign investment, including guidelines 
with respect to Canadian participation and 
control, should take into consideration: (1) 
The value of greater Canadian participation 
in certain corporations or specific industries, 
particularly in areas where American con- 
centration is high. (2) The need for capital 
in certain areas of Canada where a scarcity 
of Canadian capital exists and (3) The avail- 
ability of capital from the private sector, the 
Canada Developmnet Corporation or through 
other governmental sources. 


The Committee believes that the large 
number of American based multi-national 
corporations operating in Canada pose special 
considerations as compared to domestically 
owned firms—in the leverage they possess in 
negotiating for concessions from governments, 
in their ability to avoid host government plan- 
ning and policy measures, in the possibilities 
open to them for price fixing, in the forma- 
tion of cartels, in market allocations, in tax 
shifting, in the extra-territorial intrusions of 
foreign laws which may accompany their 
activities and in their general disinclination 
to permit Canadians to own the majority of 
voting shares in their Canadian firms. Accord- 
ingly, it is imperative that multi-national 
corporations be supervised particularly care- 
fully by the Commission. 

The Committee believes that a_ special 
problem exists in the vital computer industry 
with regard to the storage and retrieval of 
information by computer and urges that action 
be taken to protect Canadian interests in this 
field. 

The Committee also considers it to be vital 
to obtain more dependable information on the 
extent and trend of foreign and American 
control of industry, and that the Bureau 
give top priority to obtaining and publishing 
this information. 

In carrying out its duties, the Bureau 
should take into account any significant dif- 
ferences between the mining and manufactur- 
ing sectors of the economy where foreign 
ownership is now concentrated. In manufac- 
turing, especially in important growth indus- 
tries, it is possible for Canadian firms to 
compete effectively for foreign markets 
through rationalization and effective entre- 
preneurial activity. The government can 
also give support by developing programs 
such as the Defence Production Sharing Pro- 
gram and the Automotive Agreement which 
have enabled Canadian manufacturing indus- 
tries to keep abreast of advanced technology 
and to find an outlet for export sales thereby 
permitting efficient and low cost production. 
In these situations the benefits of foreign 
ownership are less important and the Com- 
mittee considers that techniques such as the 
prevention of further takeovers and the high- 
ly selective reacquisition of foreign-owned 
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firms could be undertaken without risk. This 
kind of approach might be used in particular 
to ensure that in each important sector of 
manufacturing there was a significant Cana- 
dian producer. The Committee considers that 
benefit can be gained from having a Canadian 
‘“‘pace-maker”’ provided the Combines Branch 
continues to try to ensure that the Canadian 
firm itself does not act in concert with foreign 
firms against the public interest. 


The Committee believes that it is particular- 
ly vital for the long-run economic interests 
of Canadians that we control our resource * 
industries. These are industries which are 
relatively straightforward technologically and 
we do not therefore need the technological 
capability of non-Canadians for their develop- 
ment. In addition, according to statistics fur- 
nished to the Committee, Canadians have been 
providing much of the new debt capital for 
the development of our resource industries 
in any event. Finally, all too frequently, many 
of the raw materials are being exported in a 
primary state so that minimal income and 
employment are generated for Canadians. It 
is hoped that Canadian-controlled corporations 
would endeavour to maximize the amount of 
processing done in Canada, thus generating 
substantial additional income and employment 
within Canada. However it is felt that both 
foreign and Canadian controlled corporations 
should be required to do so within a reason- 
able period of time. 


In addition efforts should be made to obtain 
a Canadian presence in the extractive indus- 
tries where none exists at the present time. 
Professor Safarian pointed out to the Com- 
mittee: 

“In mining and smelting, for example, 
there are a number of firms which are 
highly international in character. and 
in which stock is widely held, and in 
which Canadians hold substantial minor- 
ities. A few hundred million dollars 
spent on purchasing more of their shares 
on the stock exchanges would push them 
into the category of 51% Canadian 
control. If this happened to a couple of 
the very large ones involved, it could 
sharply reduce the foreign control ratio 
for mining.” 


The Committee is also concerned about 
the fact that foreign citizens and companies 
are purchasing large parcels of Canadian 
recreation land—such as waterfront and beach 


properties; lakes; fishing and hunting areas; 
mountain areas;—to the extent that in some 
areas recreation properties are not available 
to Canadian citizens. As a result of this 
growing problem the Committee recommends 
that all government agencies take steps, with- 
in their jurisdiction, to maintain recreation 
property for Canadians. In particular the 
National Parks Commission and the Historic 
Sites Commission should give this problem 
immediate attention. 


Ji. 07 Canadian Participation in Ownership The 
Committee considered carefully the suggestion 
that at least 51% of the voting shares of all 
Canadian companies should be owned by 
Canadians. 


To impose an inflexible requirement that 
51% of the voting shares of all Canadian 
companies be owned by Canadians would 
require a very large amount of Canadian 
capital which the Committee believes is not 
likely to be available for many years, it 
might also involve a massive misallocation 
of scarce Canadian capital resources, it might 
tend to reduce the inflow of foreign capital 
and the knowledge, techniques, skills and 
markets which often accompany such capital, 
and might restrict desirable resource and 
industrial development. 


: Nevertheless, the Committee recognizes that 
as a general rule it is desirable that Canadians 
should control Canadian companies by owning 
at least 51% of their voting shares, particular- 
|v in the important sectors of the economy 
where American control is now most highly 
concentrated, and that we should move toward 
this goal as rapidly as capital requirements 
and other relevant circumstances permit. 
One of the guidelines issued by the Cana- 
dian government in 1966 to foreign dominated 
companies obligates foreign-owned Canadian 
companies to have a financial structure which 
provides opportunity for equity participation 
by the Canadian public. The Committee be- 
lieves the time has come to extend this 
guideline to provide clearly that it is the 
general policy of the Canadian government 
that all companies operating in Canada shall, 
over a reasonable period of time and with 
due regard to varying circumstances, includ- 
ing availability of Canadian capital, permit 
at least 51% of their voting shares to be 
owned by Canadian citizens. In any specific 
case where there is not reasonable com- 
pliance with the guideline the Governor in 
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Council should have authority by regulation 
to make the guideline mandatory. 

In addition voting procedures should be 
such that Canadian shareholders will have 
the right to elect a number of directors which 
shall be proportionate to the total voting 
shares of the companies owned by them, and 
that, in any event, the majority of the 
directors of such companies shall be Canadian 
citizens. 


7.08 Inducements to Compliance The Com- 
mittee recommends that vigorous efforts be 
made by government to assure compliance 
with the guidelines. Specifically, in any re- 
view of tariff changes and before any gov- 
ernment grant, export assistance or contract 
is made written advice should be obtained 
from the Canadian Ownership and Control 
Bureau as to any foreign controlled firms 
involved and as to their compliance with the 
guidelines. Compliance should be an im- 
portant factor in any such action taken by 
governments. 

In addition, all income tax provisions 
should be reviewed to make sure they do 
not discourage compliance with the guide- 
lines, and, in particular, that they do not dis- 
courage participation by Canadians in the 
ownership of foreign dominated companies 
carrying on business in Canada. In this con- 
nection, the Committee wishes to draw the 
attention of the Government to evidence 
given before it to the effect that certain pro- 
posals contained in the White Paper on Tax 
Reform might have the effect of discouraging 
rather than encouraging participation by 
Canadians in foreign dominated companies 
operating in Canada. Consideration should 
also be given to creating appropriate income 
tax incentives to companies complying with 
the guideline for 51% Canadian participation. 

If it appears, after a reasonable time, that 
the recommendations contained in this re- 
port are not effective in securing appropri- 
ate compliance with the guidelines, the Com- 
mittee recommends that non-complying com- 
panies in vital industries be subjected to 
public regulation of the type which now pre- 
vails in the protected key sectors of our 
economy. 


7.09 Take-Overs The Canadian Ownership 
Law should provide that there can be no 
take-over of any existing Canadian business 
or corporation by a foreign controlled corpo- 
ration without the consent of the Canadian 
Ownership and Control Bureau. The Commit- 
tee recommends that as soon as possible the 
Bureau should develop and publish a clear 
statement of the policy to be followed with 
regard to the issuance of permits. This state- 
ment of policy should identify the key sec- 


tors where no further take-overs would be 
allowed; it should also indicate that take- 
overs in certain circumstances would be per- 
mitted in specified regions or industries 
where more foreign investment is required 
or where the national interest is not ad- 
versely affected. 


7.10 New Foreign Investment The Commit- 
tee was in some doubt as to whether a per- 
mit should be required for new foreign di- 
rect investment or for new foreign direct in- 
vestment over a certain annual amount. It 
concluded that the government should give 
serious consideration to the desirability of 
requiring a permit from the Bureau for any 
new foreign direct investment in Canada in 
excess of a certain amount (perhaps $500,000 
annually). Many countries, notably Japan, 
have made vigorous efforts, wherever pos- 
sible, to have new or improved products 
manufactured in Japan by domestically con- 
trolled corporations under licencing arrange- 
ments. The Committee recommends that the 
Bureau scrutinize all applications for new 
foreign investment in Canada with the inten- 
tion of determining whether or not the pro- 
posed products could be more advantageously 
manufactured under licence by Canadian 
controlled corporations. If the Bureau deter- 
mines that this is the case, it should make 
vigorous efforts to have such arrangements 
effected. 


7.11 Technological Dependency The Eco- 
nomic Council of Canada has been requested 
to investigate the situation with regard to 
patents and other intangible technological 
property. The Committee recommends that 
the Government review the terms of refer- 
ence of the Economic Council to make certain 
they are sufficiently wide to require the Eco- 
nomic Council to review patent licensing and 
market sharing arrangements and to consider 
whether the existing Canadian laws relating 
to patents and other intangible technological 
property are in the interest of Canada, with 
particular reference to foreign ownership 
and Canadian economic dependency, and 
whether they should be repealed completely 
or made less restrictive and_ specifically 
whether compulsory licensing on reasonable 
terms should be required. 


7.12 Extraterritoriality (1) The Canadian 
Ownership Law should include provisions 
preventing the extraterritorial application of 
foreign laws. Specifically this legislation 
would prohibit the compliance with any 
foreign court order for the removal of com- 
mercial records and data from Canada; make 
it illegal for any director or officer of a 
Canadian corporation in making decisions 
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with regard to Canadian operations to be 
governed by American or other foreign laws, 
particularly American laws restricting Cana- 
dian exports, anti-trust laws and commercial 
decisions of a Canadian company, including 
decisions with regard to the payment of divi- 
dends and the investment of funds. Such 
legislation should also declare that any per- 
son who, when making decisions with respect 
to Canadian operations, would be subject to 
the laws of the United States or any other 
foreign state is disqualified, by reason of 
conflict of interest from serving as a direc- 
tor or officer of any Canadian corporation. 


(2) The Committee has considered the rec- 
ommendation contained in the Watkins Re- 
port that in order to avoid United States 
restrictions on the freedom of Canadian sub- 
sidiaries to export, a Government export 
trade agency be created with the necessary 
powers to ensure that export orders are filled 
and they conform with Canadian law and 
Canadian foreign policy. The Committee be- 
lieves that more effective results could be 
achieved by somewhat different methods. It 
recommends that where the Canadian Own- 
ership and Control Bureau is satisfied that 
a foreign controlled corporation is refusing 
to make sales because of the application of 
foreign laws, the corporation in question 


may be subjected to public utility regulation: 
in other words it is put in the same position 


as the railroads, telephone and telegraph 


companies and other public utilities and is 
required to sell to all credit-worthy custom- 
ers to the extent that it has products avail- 
able. The Committee recommends that any 
such decision by the Bureau should be sub- 
ject to appeal by the corporation involved 


but that pending the outcome of the appeal 
the public utility requirement should apply. 
If these provisions were adopted, the Com- 


mittee does not believe that it would be 


necessary to create a Government export 
trade agency which might be relatively less 


efficient than existing private traders. 


(3) As a means of enforcing the law, the 


Committee has considered carefully a sug- 
gestion made in evidence before it to the 


effect that in cases where there is a specific 
extraterritorial application of foreign laws to 
a Canadian subsidiary, the effect of the for- 
eign laws might be countervailed by the 
appointment by the federal government of 
a voting trustee. This trustee would exercise 
the voting rights of foreign owned shares of 
any corporation affected by such extraterri- 
torial laws so long as they purported to apply 
to the Canadian subsidiary. During this time, 
also, any persons subject to the application 
of such extraterritorial foreign laws would 


be disqualified from holding office as a direc- 
tor or as an executive officer of such a cor- 
poration. 

Professor Rotstein indicated that a some- 
what similar procedure had been followed in 
France: 

“T can cite one instance where such a 
law, such a procedure, actually exists and 
has not to my Knowledge stified Ameri- 
can investment: the trusteeship provi- 
sion is actually being used, has been used, 
in France. It has been used in the case 
of Fruehauf whose subsidiary in France 
received an order from a French agency 
which intended to ship, I believe it was, 
trucks to China. It rejected the order, 
since it would get into hot water with 
the American government. It has a num- 
ber of French shareholders, a minority, 
who raised an enormous row which then 
caused the French government to put 
Fruehauf into trusteeship whereupon the 
matter was ultimately effectively re- 
solved and the order was shipped.” 


Professor Rotstein indicated he did not 
think that such trusteeship legislation would 
substantially impair the inflow of American 
capital: 

“IT think Mr. Servan Schreiber’s latest 
book is not such as to indicate, even with 
the situation such as we have seen in 
France, the problem is one of American 
investments falling off. On the whole, 
all forecasts indicate some great expan- 
sion. It is my personal opinion that they 
will have, if any effect at all, marginal 
consequences.” 


The Committee recommends that, as an 
additional sanction, consideration be given 
to incorporating the proposal of trusteeship 
into the Canadian Ownership Law. 


7.13 Conclusions and Recommendations 
(Part IV—Trade Unions) 


It is the view of the Committee, that, as 
stressed by Professor Crispo, is is up to 
workers to decide for themselves whether 
they should be represented in their collective 
bargaining units by national or international 
unions. 

From the evidence, the Committee con- 
cludes that there are important and basic 
differences between the effect of the activi- 
ties of multi-national corporations in Canada 
on the Canadian economy and that of the ac- 
tivities of international unions. It, therefore, 
follows that a different approach is required 
in the field of international unions in order 
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to avoid interfering with the right of work- 
ers to join the union of their choice and to 
bargain collectively within the terms of pro- 
vincial and federal legislation covering the 
bargaining process. However, the Committee 
is also of the opinion that the development 
of a fully independent Canadian identity and 
the need that Canadian interests be always 
uppermost in every sphere of activity require 
that Canadian branches of international 
unions quickly gain the fullest possible au- 
tonomy and freedom of action in this coun- 
try. The Committee believes that, as indi- 
cated earlier, there are numerous examples 
of this goal having been attained and the 
Committee also notes with pleasure that at 
the recent Canadian Labour Congress Con- 
vention the following resolution was adopted: 

“Whereas the international labour 
unions have contributed to the establish- 
ment, growth and success of the trade 
union movement in Canada; and 

Whereas there is a growing tendency 
toward a Canadian identity in social and 
economic sectors of our society; 

Be it resolved that the Canadian La- 
bour Congress adopt a firm policy sup- 
porting minimum standards of self- 
government of the Canadian sections of 
international unions; and 

Be it further resolved that these stan- 
dards include: election of Canadian offi- 
cers by Canadians; policies to deal with 
national affairs to be determined by 
elected Canadian officers and/or mem- 
bers; Canadian elected representatives to 
have authority to speak for the union 
in Canada; and 

Be it further resolved that the Cana- 
dian Labour Congress do all in its power 
to assist the affiliated unions in the attain- 
ment of these objectives.” 


In view of these developments in the labour 
movement itself and in view of a growing 
concern by Canadian union members to 
achieve greater autonomy, the Committee 
has concluded that legislation was not re- 
quired. However, the Committee also believes 
that it is desirable to recommend guidelines 
which would give encouragement and support 
to Canadian members of International Unions 
in their desire to achieve greater autonomy. 

It is difficult to set out precise guidelines 
which would be applicable in all cases in 


view of the wide diversity in international 
union constitutions. However, certain general 
objectives may be outlined: 

1. Canadian members and locals of in- 
ternational unions should be recognized 
as the Canadian section of the Inter- 
national. 


2. The Canadian section of the inter- 
national union should have the machinery 
and the authority to deal with all matters 
of concern to the Canadian members and 
locals. As a general principle, inter- 
national headquarters should not put a 
Canada local into trusteeship without the 
advice of the Canadian headquarters. 

3. In particular, Canadian members and 
locals of international unions should have 
complete authority with regard to their 
collective bargaining program, to the 
settlement of disputes and to the con- 
clusion of collective agreements, which 
should not require approval in the United 
States. 

4. Canadian officers of international 
unions should be elected by Canadians 
either by delegates at conventions or by 
the Canadian membership. 

5. As far as is possible, machinery 
should be provided so that control over 
expenditures and staff in Canada rests 
with the Canadian section and its officers. 

Financial statements in reasonable de- 
tail giving members a clear view of the 
financial operations of the union should 
be made available to all members. 

6. Generally, all steps should be taken 
to give Canadian sections of international 
unions full authority to deal with all 
matters, whether they are concerned 
with the internal administration of the 
Canadian locals or with general social 
and economic policy or with collective 
bargaining, without any control from 
outside. 


As was suggested earlier, there is not now 
sufficient information available with regard to 
the workings of international and, indeed, 
national unions in Canada. The Committee, 
therefore, recommends that a division be 
established in the federal Department of 
Labour to obtain, correlate and publish rel- 
evant information with regard to international 
and other unions operating in Canada and 
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that it have legislative authority to demand 
and receive such information particularly with 
respect to the above guidelines. 


7.14 Conclusions and Recommendations 
(Part V) Cultural Relations and 
Communications 


The Committee realizes that a number of 
the subjects dealt with in this Part on Com- 
munications have been and are being inves- 
tigated much more extensively by other 
Parliamentary committees which undoubtedly 
have available to them much more specialized 
and detailed information than is available to 
this Committee. The subject, however, is of 
such importance in considering relations with 
the United States that the Committee felt it 
must reach conclusions and make recommen- 
dations. 

This Committee notes the steps which gov- 
ernments have taken over the years to re- 
strain the influx of the products of American 
mass media into Canada and to protect exist- 
ing Canadian institutions of communications. 
However, in the face of now developments 
not the least important being the potential 
impact of new communications technology, 
the Committee considers that there are fur- 
ther areas where action should be taken. 

The Secretary of State for External Affairs 
stated before the Committee that a positive 
policy was to be preferred to a negative policy 
in the field of communications, as well as in 
foreign ownership in general. He favoured 
action which would “give Canadians a choice” 
and the Committee interprets this to mean 
that it may be necessary to strengthen Cana- 
dian institutions in the communications field. 


The Committee recognizes the role played 
by the C.B.C. and by the regulations of the 
C.R.T.C. in developing Canadian content in 
the radio and broadcasting field, and con- 
cludes that continued support for the C.B.C. 
is justified. 

The Committee recognizes that recent CRTC 
regulations concerning the amount of Cana- 
dian radio and television content together 
with certain of the Commission’s proposed 
regulations in respect of cablevision have re- 
sulted in strong criticism from some quarters. 


However in general, the Committee supports 
the policies of the CRTC. 

The Canadian Press has played an im- 
portant role in developing its own sources of 
information abroad. It is particularly import- 
ant that the Canadian Press should have 
representation in foreign countries in order 
that Canadian newspapers will have inter- 


national news interpreted by Canadian corre- 
spondents. 

In regard to periodicals, the Committee 
considers that the privileged position of Time 
and Reader’s Digest should be terminated and 
their exemption from the special provisions of 
the Income Tax Act relating to foreign-owned 
periodicals should be eliminated. 

Concerning the book publishing question, 
the Committee would be opposed to any lim- 
itation being placed on the free flow of infor- 
mation into the country. Rather, it considers 
the emphasis should be on gaining, as the 
British did, exemption from the provisions 
of the United States Copyright Act in order 
to provide broader marketing opportunities 
for Canadian books in the United States. The 
Committee hopes that the Government might 
assist the industry in such representations to 
the United States authorities. 


7.15 Conclusions and Recommendations 
(Part VI) Institutional Arrangements for The 
Conduct of Relations Between Canada and 
the United States 


The Committee recommends that the Gov- 
ernment should review the problem of co- 
ordinating all Canadian governmental deal- 
ings with the United States to provide for a 
unified and coherent policy with the United 
States. 

In fields involving continuing co-operation 
with the United States, the Committee rec- 
ommends that consideration should be given 
to the use of bilateral bodies where repre- 
sentatives of the two countries meet as 
equals. 

The Committee emphasizes the importance 
of an effective Canadian information program 
in the United States and recommends that 
consideration be given to extending the pres- 
ent service as soon as budget considerations 
allow this to be done. 

Finally the Committee recommends that 
consideration be given to establishing closer 
relations with the United States Congress 
and Congressmen both on the part of the 
Embassy staff and by Canadian parliamen- 
tarians. 


A copy of the relevant Minutes of Pro- 
ceedings and Evidence (Issues Nos. 1, 2, 3, 


‘4-5. GraGi50, 10 dl distal 5.298 Bde Ge. 


32 and 33) is tabled. 
Respectfully submitted, 


IAN WAHN, 
Chairman. 
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